The Conference Board 
BUSINESS 
RECORD 


Volume 6 
1949 


New York 


seas 
_ oh 


| Printed in U.S.A, 


= iar ee vy 


The Conference Board 
BUSINESS RECORD 


JANUARY, 1949 


Copyright, 1949, by 
National Industrial Conference Board, Inc. 


Vol. VI, No. 1 


In the Record 


The Growth of Social Security 


In recent years Americans have saved more money than 
ever before, have subscribed more universally to Blue Cross 
and other hospital benefit plans, have built up large re- 
serves for old-age and survivors’ insurance, and have put 
aside a vast sum for unemployment insurance payments. 
The story is told in chart form in the middle of the book. 


Minding Their Own Businesses 


Here is what seems to be a paradox. Many of the ex- 
ecutives who contribute their opinions on the outlook for 
the first half of 1949 look forward to a general decline in 
business—but not necessarily their own business, for which 
they see no decline. Now, can this be? Is it a case, per- 
haps, of knowing well their own individual businesses and 
being reluctant to turn to guesses on what will happen to 
business generally? 

Concretely, they feel that labor and material will both 
be plentiful, but that they will cost more. Prices in some 
instances will have to be advanced, although many com- 
panies plan to absorb any higher costs. Profits will be low- 
er. Increased taxes (when and if) will help to make them 
so. More money too will be spent on sales promotion and 
advertising to sell the goods. See “Predict Business Adjust- 
ment in 1949,” starting on page 2, for more details. 


Figuring Other Nations’ Incomes in Dollars 


The importance of two phases of our national economy 
—the military program and ERP—seems quite evident to 
almost everyone. But when it comes to evaluating the impor- 
tance of ERP in the economies of the receiving countries, 
we run up against some practically insoluble problems con- 
nected with the accuracy of each country’s figures on na- 
tional income, of expressing its value in terms of United 
States dollars, and finally of the comparability of figures 
country by country. In the article, Lawrence Mayer tries 
three ways of figuring ERP aid and comes out with the con- 
clusion that France is receiving the greatest amount, al- 


though on fpaper it might look as though Great Britain is. 
But as a proportion of national income, Greece is bene- 
fiting the most, with Austria and Netherlands also high on 
the list. For some of these countries, ERP aid runs to 
12% or more of national income. On our side, ERP aid 
amounts to about 2% of our national income. (Page 12.) 


But No Ghost Towns This Time 


Beneath a general rising rate of activity throughout the 
country there is concealed a tendency to revert to late pre- 
war regional patterns. Ghost towns, which came after 
World War I and which had been predicted for the years 
immediately following World War I, have not appeared, 
but in a majority of cases industrial centers which enjoyed 
very marked expansion during the war have not held their 
own relatively since the end of hostilities. 

As usual, there are exceptions, like Los Angeles and Hous- 
ton, which are still keeping pace with most of the best 
of them. For an analysis of bank deposits and bank debits 
as an indication of such postwar trends in business activity, 
turn to page 5. 


A Deflationary Weapon 


The Federal Government will continue, at least until July, 
1950, to take in more cash than it pays out (if public 
debt transactions are excluded) according to estimates of 
the Budget Bureau. This will supply the Treasury with 
surplus cash which it may employ, if it so wishes, to exert 
a deflationary influence upon the economy. The amounts in 
question are fairly substantial. The cash budget for 1949, 
for example, is expected to show a surplus of about $2.8 
billion, which compares with a deficit of $600 million when 
all the usual budgetary items are taken into account. In 
1950 the surplus will be $1.5 billion and the “budgetary” de- 
ficit $873 million. 

These “cash surpluses” have been one of the chief 
instruments of the Treasury in its efforts to control money 
market conditions for several years past. (See page 23.) 
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Survey of Business Practices: 


Predict Business Adjustment in ’49 


GENERAL business decline in 1949 is the pre- 

diction of most industrial executives participating 
in this month’s survey of business practices. Nothing 
like the oft-heralded depression or violent recession is 
foreseen, but rather a mild adjustment in the general 
economic picture. Although pessimism is evident in 
the comments of the majority of executives, about 
three fifths of them expect their own companies’ 1949 
level of operations to equal or exceed last year’s. 

More than half of the executives report that new 
orders will be lower in the first half of 1949 than in 
either half of 1948. Only a quarter of the cooperating 
companies expect an increase in new orders and the 
remainder look for no appreciable change. Inventor- 
ies will be larger in 50% of the companies, the same 
in a third, and only one in five expects to have lower 
inventories. Further evidence of the filling up of pipe 
lines is the tendency for backlogs to dwindle. Nearly 
six out of ten companies report smaller backlogs as 
opposed to one in seven expecting increases during 
the first half of the year. 

Adding to the gloom is the prospect of higher labor 
and material costs (and thus higher break-even 
points), a probable increase in corporate taxes, in- 
creased consumer resistance to higher prices, a drop 
in the level of general business activity because of the 
completion of many postwar expansion programs, and 
the prospect of a larger share of sales being diverted 
to government agencies with the attendant lower 
profits. 

The gradual satisfaction of pent-up demand for 
many products and the resultant drop in backlogs 
have prompted many companies to curtail further 
plant expansion. Other companies, which still believe 
that potential markets warrant further expansion, 
are delaying building at this time because of high 
costs. Only 40% of the cooperating executives report 
that their companies plan to make capital expendi- 
tures in 1949 and in many cases this will be for the 
concluding phases of building programs undertaken 
earlier in the postwar period. 


EMERGENCE OF BUYERS’ MARKET 


Growing resistance to rising prices, evidences of 
receding consumer demand, and more critical buying 
by both consumer and industrial customers are caus- 
ing many companies to devote greater attention to 
their sales methods and plans. As one executive 
pointed out, we are now going into a buyers’ market 


and “advertising, selling, and sales promotion are 
necessary to keep sales, earnings and employment at 
high levels.” As a result of the extra effort and ex- 
pense which must be put into selling (contrasted with 
the low wartime selling expense of most companies), 
a number of executives expect a net decline in profits 
on sales during 1949. 

It is very evident that most executives are more 
pessimistic over the general business outlook than 
over their own business. A majority expect their own 
volume to hold up quite well in 1949. Also contribut- 
ing to a brighter outlook is the improvement that has 
taken place in the supply of labor during the past 
year, with fewer than a fourth of the reporting com- 
panies expecting any difficulty in obtaining labor dur- 
ing the year ahead. ' 

The material situation has also shown some im- 
provement, although steel is still in short supply, and 
foreign shipments and government-sponsored alloca- 
tion programs have made the procurement of other 


important raw materials, like copper and lead, more 
difficult. 


LEVEL OF BUSINESS OPERATIONS 


Approximately three fifths of the industrialists 
expect their own level of operations for the first half 
of 1949 to be the same or higher than those of the 
first and last halves of 1948. The remainder foresee 
a probable drop in activity. While favorable com- 
ments are made by representatives of primary, metal 
and “other” manufacturers (see table) , the companies 
most encouraged over the outlook are in the petro- 
leum, aircraft equipment, automobile equipment, mis- 
cellaneous metal and chemical industries. 

The optimism of several petroleum executives is 
predicated upon a healthier demand and supply sit- 
uation. In many petroleum companies, inventories, 
which have been at dangerously low levels, have im- 
proved and it is reported that crude oil supply is at 
least keeping pace with the increase in demand. 
Frozen wage rates are cited as another reason for 
encouragement. Expressing the feeling of several ex- 
ecutives is the statement by an executive in the auto- 
mobile equipment industry, who says: “Our union 
contract does not expire until June, 1949, and we 
therefore do not expect any increases in direct labor 
costs for the first half of the new year.” 

With many concerns foreseeing no change, opera- 
tions are expected to continue at peak levels. The 
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steel industry, for example, which has been operating 
at full capacity, expects to maintain its record opera- 
tions during 1949. 

The industrial machinery, machine tool and textile 
fields generally look for a lower level of activity than 
in 1948, although a few companies in these industries 
take exception to this view. Several executives cite 
possible material supply difficulties, reduced backlogs, 
higher inventories and increased costs resulting in 
pricing problems as leading factors that will contrib- 
ute to the expected contraction of operations. 


INVENTORIES GENERALLY HIGH 


Half the cooperating companies report larger in- 
ventories than last year. Executives attribute this to 
efforts being made by some companies to build up 
stocks which had previously been at levels which were 


Summary of Views of All Industries in Survey 
on Business Outlook for First Half of 1949 
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regarded as dangerously low.. For example, the petro- 
leum industry reports that it assumes responsibility 
for anticipating the demand of its customers without 
a backlog of formal orders. The industry is, therefore, 
planning future production and inventory accumula- 
tions to meet expected demand. At least for the first 
six months of 1949, the industry anticipates no prob- 
lems in meeting demand comparable to those experi- 
enced during the past several years. In another indus- 
try, a company reports it is building up more than a 
normal amount of inventory against the possibilities 
of war. 

There are some indications that inventories will 
drop as a result of a speed-up in deliveries and a 
general easing of the supply situation. Furthermore, 
some executives point to the fact that incentive to 
build up inventories because of price trends is of less 
importance now than it was during 1948. 

Lower inventories are reported primarily in chem- 
ical and leather product industries. A few companies 
in machine tools and miscellaneous metals have lower 
inventories than 1948. In some instances it is indi- 
cated that reductions are so great that operations 
are approaching a hand-to-mouth basis. 

More than half of the cooperators (58%) report a 
drop in their backlogs of unfilled orders. In some in- 
stances, executives point out that production is now 
exceeding sales, while others report that quicker de- 
liveries are factors in this trend. One cooperator 
states: “Our backlog of unfilled orders has decreased 
about 50%. This is accounted for by improvement in 
deliveries which means, of course, orders are taken 
and shipments are completed in less time.” 

Two out of three of the companies not experienc- 
ing any reduction report that their backlogs show 
little variation from levels of a year ago. This is par- 
ticularly true in steel, paper and textile companies. 
Some of the companies in the metal manufactures 
group, however, report rising backlogs. 


EASIER SUPPLY SITUATION 


The material supply situation has eased consider- 
ably over the past year and continued improvement 
can be expected over the coming year. One industrial 
machinery company executive comments: “The ma- 
terial situation, generally speaking, has eased up 
except for steel, which, because of government alloca- 
tions, has again become very tight.” Another execu- 
tive expects materials to be in easier supply “because 
of a break in hoarding which has heretofore made the 
supply situation tight.” Easier material supplies are 
generally expected in the following industries: foun- 
dries, industrial machinery, machine tools, office 
equipment, food, leather and products, paper, textiles 
and rubber. 

Important exceptions are reported in which mate- 
rial is still scarce. Little or no improvement in sup- 
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ply is found in industries such as steel, electrical man- 
ufactures, hardware, and miscellaneous metals. 

Steel products and many metals necessary for the 
national stock-piling program are of greatest concern 
to many industries and the general outlook for such 
materials is well summed up by one executive’s com- 
ment: “Materials vital to our operations—such as 
steel pipe, plate and structural shapes, steel valves, 
copper and lead, magnesia pipe coverings—will be in 
short supply because of expected increased require- 
ments of the armed services, government stock piling 
and government-sponsored allocation programs.” 

Little concern is expressed over the labor supply 
which is generally regarded as more than adequate. 
Looking ahead, a few executives in the steel, machine 
tool, miscellaneous metal and paper industries feel 
that a tight labor market might develop. Comments 
by several executives are typified by the following 
statement: “We anticipate no serious problems with 
regard to labor supply, with the possible exception 
of some skilled labor.” 


HIGHER MATERIAL COSTS IN*SIGHT 


Notwithstanding the general improvement in the 
supply of most materials, the consensus is that such 
improvement will not be reflected in lower prices. 
With but few exceptions all the industries reporting 
expect costs to be as high if not higher than they 
were during 1948. A continuation of the rising cost 
trend is expected to stem primarily from a fourth 
round of wage demands which, it is believed, will be 
won by labor. Industry thinking on this point is 
summed up in the following remarks of an executive: 
“We foresee an increase in labor costs. The result will 
be not only a rise in the cost of raw materials because 
of the increased labor costs of our suppliers, but also 
an increase in our own direct labor costs.” 

However, a small group of those reporting (made 
up of a mining and quarrying concern and a few rub- 
ber companies) is of the opinion that costs will de- 
crease somewhat. In addition, those companies with 
union contracts extending through the first six 
months of 1949 or the entire year are not apprehen- 
sive. While realizing that the general rise of wages 
will be reflected in some of their purchases, they feel 
that over-all costs will remain fairly stable for them. 

Although business is generally reluctant to increase 
the prices of its products, the general feeling is that 
higher labor costs will make upward price adjust- 
ments necessary. Reluctance to charge higher prices 
is in part owing to concern over possible consumer 
resistance now beginning to be detected. Some com- 
panies plan to make an effort to absorb higher costs. 

The general attitude on the question of price ad- 
vances is reflected in the following statements: “Be- 
cause of higher labor costs and material price in- 


creases which even now represent a jump of about 
25% over last July there could well result an increase 
in the prices of our products. However, we are re- 
luctant to make any increases and there is, of course, 
a fair question as to whether the market would ab- 
sorb any increases.” . . . “Our prices will vary with 
the cost of steel, freight, wage and salary rates.” . . . 
“We believe that a strenuous effort will be exercised 
by union leadership to advance the price of labor in 
1949. Whatever value this may reflect in our cost of 
production must be incorporated in upward price 
revision.” 


DECLINE IN PLANT EXPANSION 


The results of this survey show that about 60% of 
the companies do not plan any new expansion of plant 
facilities for 1949. The majority of the companies 
in the aircraft equipment, auto equipment, foundry, 
industrial machinery, machine tool, railroad equip- 
ment, food, leather, paper and textile industries make 
up this group. Only four out of every ten companies 
expect to make capital expenditures. 

For the most part, such programs will be financed 
out of company earnings. The next most frequently 
mentioned source for plant expansion funds is stock 
and bond issues, followed by short-term bank loans, 
depreciation reserves, working capital, and long-term 
insurance company notes, in that order. 

Most of these programs will consist of plant build- 
ing and extension work, but some of it will consist 
mainly of machinery purchases. One executive says: 
“We do not plan on any building program for we con- 
sider building costs too high. We shall purchase some 
machinery but will defer any building we have in 
mind for a later date.” 

Comments concerning expansion of plants empha- 
size that most of the programs have already been 
completed or are expected to be completed in the 
near future, and no further expansion plans are being 
set up now. As pointed out earlier, many companies 
are eating into order backlogs and no major expansion 
programs are therefore necessary. Instead, additional 
sums are being channeled into advertising and sales 
promotion programs. 


JaMeEs F., Focarty, JR. 
G. CuarkK THOMPSON 
Division of Business Practices 


Procurement—Principles and Cases—Professor Lewis’ 
latest work on industrial procurement practice and theory 
which contains a new and significant feature—forty-three 
case problems, all directly related to the textual material. 
By Howard T. Lewis. Richard D. Irwin, Inc., Chicago, 
Illinois, 1948. Price $6.00. 
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Regional Business Patterns Returning 


LOWLY and with some notable exceptions, the 
country appears to be drifting back toward its 
prewar geographical pattern of business activity. It 
is true that no ghost towns have appeared and there is 
as yet no indication of real economic distress in any of 
the centers to which the war brought exceptional 
growth or unusual prosperity. In fact, activity, at 
least in dollar terms, in most important centers is 
greater now than at the war peak. Yet close study 
of the relative rates of change since the war clearly 
reveals a tendency to settle back to the late prewar 
relative status among these centers. 
This conclusion is supported by the geographical 
redistribution of bank deposits and bank debits which 


Chart 1: Debits to Deposit Accounts, (except 


Interbank) in Selected Industrial Areas 
Source: Federal Reserve 
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Chart 2: Deposits of Individuals, Partnerships 


and Corporations in Selected Industrial Areas 


Sources: Treasury Department; Federal Reserve 
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has taken place during the past three years. The post- 
war period is one of over-all growth in the deposits 
of individuals, partnerships and corporations, and in 
debits to these accounts.’ In none of the areas sepa- 
rately shown is there a postwar downward trend in 
either deposits or debits. Analysis must, therefore, 
take the form of comparing rates of growth. 


POSTWAR VS. WAR TRENDS 


Table 1 and Chart 1 show the percentage increases 
in charges to all types of deposits (except interbank) 
in some twenty-nine areas from 1941 to about the 
war peak of industrial activity. These are compared 
with similar figures covering the three-year postwar 
period ended June, 1948.? 

From Chart 1 it will be seen that with certain 
exceptions those areas which enjoyed the largest war 
increases are those with the smallest postwar rises. 
Two districts, San Diego and South Bend, reflect in 
extreme degree the general trend. San Diego had an 
increase of 160% from 1941 to 1944 and a rise of 

1The debit figures employed in this discussion include charges to 


governmental accounts while deposits do not, but it is not probable 
that this fact significantly affects the results shown. 


*The industrial areas shown are those of the War Production Board. 
They are chosen for the reason that they best serve the purpose of 
comparing the geographical distribution of business activity for the 
three periods. The debits for each area are those of the banks within 
that area so far as they are available, for approximately the periods 
covered. In some areas they are the total of the debits as reported 
by the several cities within the district; in others data are available 
for only one city. See The Business Record for October, 1945, for a 
detailed presentation of prewar and war data. Deposits as used in 
the present article are not always those of banks for which debit 
data are presented. But since only percentage changes are employed, 
it is not believed that serious error or bias is introduced. 


Chart 3: Debits to Deposit Accounts (except 
Interbank) in Selected Industrial Areas 
Source: Federal Reserve 
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Table 1: Debits to Deposit Accounts (Except 
Interbank) for Selected Industrial Areas 
Source: Federal Reserve 
Percentage Change 


July, 1944-June, 1945 
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only about one half of one percentage point in the 
postwar years. South Bend had a relatively small 
increase during the war, but leads them all with a 
167% increase since the war. The Portland, Beau- 
mont-Port Arthur, Los Angeles, Houston-Galveston 
and Tulsa areas were above average in the war years 
and are again definitely above average since the war. 
Hartford, Boston and Philadelphia were somewhat 
exceptional in another way. The chart shows the 
latter two areas below average in both periods. Hart- 
ford was roughly average during the war but in the 
postwar period Hartford was the lowest with the ex- 
ception of only one. 


TRENDS IN DEPOSITS 


Roughly comparable changes are found in bank 
deposits. (See Table 2 and Chart 2.) San Diego, 
the leader in war deposit growth as in debits, is again 
the last in postwar deposit gains. Hartford is an 
exception of about the same sort as in the case of 
bank debits. The same is true of the Tulsa, Houston- 
Galveston, Los Angeles, and Portland areas. Deposits 
in South Bend, however, have been well above the 
average both during the war and since. Beaumont- 
Port Arthur was also one of the leaders in deposits 
during the war period but has been laggard since. 
With these exceptions, the trend is for the areas 
which had the largest increases in deposits during 
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the war to be those with the smallest gains in the 
postwar period. Taking both deposits and debits into 
account there is what the lawyers call a fair prepon- 
derance of evidence to support the generalization 
that business activity appears to be drifting back to 
the prewar geographical pattern. 

At the same time, there is, with less than a half 
dozen exceptions, little to suggest that postwar 
changes constitute a resumption of the long-run pre- 


Table 2: Deposits of Individuals, Partnerships and 
Corporations for Selected Industrial Areas 
Sources: Treasury Department; Federal Reserve 
Percentage Change 


Dec. 31, 1941 Dec. 81, 1944 
Area to to 
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war trends. South Bend is again an outstanding ex- 
ception. This was among the leaders in the growth 
of bank debits from 1919-1923 to 1935-1939. (See 
Table 3 and Chart 8.) It has by all odds the 
largest postwar gain. Other areas in which the post- 
war developments appear to be a continuation of 
long-term prewar trends are Los Angeles, Albany, 
Tulsa and Houston-Galveston. Elsewhere, little or 
no relationship appears to exist between the changes 
in the earlier and later periods. 


DEBITS AND DEPOSITS 


Obviously, deposits and debits are not independent 
variables. On the contrary, debits may be regarded 
as the product of deposits multiplied by the rate of 
activity of these deposits. It is of interest, therefore, 
to inquire as to the degree in which changes in debits 
in these various areas are the result of the one or the 
other of these two components. Table 4 and Chart 4 
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Table 3: Debits to Deposit Accounts (Except 
Interbank) for Selected Industrial Areas 
Source: Federal Reserve 
Percentage Change 


Average 1919-1923 |July, 1944-June, 1945 


Area to to 
Average 1935-1939 |July, 1947-June, 1948 

PEARCE r idia oss seid'ss stot cls 83.6 10.1 
PAPA MPCIES 02 oS caldis'ee emilee 63.1 47.8 
iD eS oe 47.9 15.3 
SPERM eon cic 67s wait «eis pigpew « 36.9 29.9 
PREM PICQO 2 ctisit, o(ctolnre sla «fare ia << 35.7 0.5 
Sho TAL STS (A a et 34.0 167.0 
AS «oe colo < Asse dus 33.2 54.9 
“Uli ee is i oe 31.8 57.7 
SRE Sees ctiapa oe iteat Maes, syaniuexs 11.2 11.7 
Houston-Galveston............. $3.7 66.5 
San Francisco. ...........2...: 3.2 28.2 
RREEIENS,, civ), ayers /siaPp ter « » haesoes 2.1 10.4 
MNO os cssie. 9: 0.0 as wre SOE ofS 1.6 27.6 
WTS aU CC Gs cars. cic: ccvocn meetin disiatetern:® 9 24.7 
MEN dt a. oats csipehi es eld» SKE -3.3 22.6 
New Haven-Waterbury......... —9.2 29.3 
BARU CIDDID, oo, ccc bss o's ie a0 = -10.1 17.5 
REPVEIANG Pesce sais decade as -13.0 22.3 
ERNIE bo cto 8. cal rer <)cees ofg ose -14.0 14.4 
BPESWUEDI Soose ities sere. oe 14.5 30.1 
OL 9 Be) Sas 2 ea -14.6 35.4 
UD) CATO 48 Geto See -18.0 18.3 

CDs, aE Ae SP ae eae 19.5 13.7 
Hampton Roads............... 20.4 36.6 
INeMENOLkiClty sc. toate es os -20.5 14.6 
(onmeston(S.'C,) <s.00c cee «des 46.9 30.5 


Table 4: Individual, Partnership and Corporation 
Deposits and Debits to All Deposit Accounts 
(Except Interbank) for Selected Industrial Areas 
Sources: Treasury Department; Federal Reserve 
Percentage Change 


Deposits 
Dec. 31, 1941 


one PP igvact ry to 
Dec. $1, 1944 

MMs, wo 1 Side oy Sh abistis vn 159.5 185.0 
ot Ee eee, ee ee 103.3 127.0 
Co Se ge ene ae 90.8 103.3 
Beaumont-Port Arthur......... 89.3 147.0 
MISTI, 5 6 8 58 Me, 5 2th toravisie <is'4 86.2 135.9 
(OUT ial fa a Sa MO eS, 86.1 103.5 
SS i Se ee oe Se 83.5 100.3 
Rat BYANCISCO,. « <. csc dee nee os 76.8 69.7 
MESATATIVCIOS, 5.5 o1s.s 0. sise 40:6 0d 3.0% 73.4 115.0 
Houston-Galveston............. 72.8 88.1 
PAN OC isos ten x eo mann astes 72.6 80.7 
Bow york City.......-.-...-.- 62.4 25.4 

Rates fins trin,@ sileoe ote 64 = 60.6 92.2 
SUMMEMATG is coasters « areisisse «asim ate 59.6 67.9 
Loh Re eae ee 56.0 $2.4 
PAT ee 5 eer ant 58.1 54.7 
Satircar beh. Enh + Oligo! « 4.x aatdiev 49.1 48.6 
Newark-Jersey City............ 44.7 53.5 
RENN So 0g 5s ciet ew aoe, lary: a. 4 40.3 56.7 
BAPASDUTGHD, Soh CMe th Seeds te. 39.8 86.1 
Mharieston (S..C.).0...ci%ecenes 37.7 109.9 
New Haven-Waterbury......... 85.7 43.5 
BEEUOM. ioe tre vie the bw soe. o e's as ae 34.3 31.0 
CATER C0) (ae ec 82.8 36.6 
IRN ead os oiscclce nets eye ae « 29.5 51.9 
SPAR IES. ws resalte 9x: chore Slam nade eo 28.2 59.1 
pity, 20 lade ee i ly a 22.2 88.3 
ES i ae 7.5 23.8 


afford a reasonably good answer to this question so 
far as the war period is concerned. In eighteen of the 
twenty-eight centers there is a rather consistent rela- 
tionship between changes in deposits and debits. In 
the other ten centers the story is quite a different one. 
In New York, Hartford, San Francisco and San 
Diego the gain in debits was largely the result of more 
rapid turnover of deposits, since gains in debits were 
on the average associated with much smaller gains 
in deposits. The opposite was true of the Albany, 
Utica, Trenton, South Bend, Charleston and Beau- 
mont-Port Arthur areas. Here the gains in debits 
were much smaller than would normally be ex- 
pected in light of the increases in deposits in these 
areas. 

In the postwar years, similar relationships, but for 
the most part in reverse, appear. In twenty of 


Table 5: Individual, Partnership and Corporation 
Deposits and Debits to All Deposit Accounts 
(Except Interbank) for Selected Industrial Areas 


Sources: Treasury Department; Federal Reserve 
Percentage Change 


Debits Deposits 
July, 1944-June, 1945 


Are ; e. $1, 1044 
July, 1947-June, 1948 Dec. 31, 1947 
South Bends 24. Ste Se 167.0 40.3 
Houston-Galveston............. 66.5 53.6 
MUSA aia eh Sc EY atte chek 57.7 57.7 
Albany. 12 ieee nike es te 54.9 26.3 
Mos ‘Angeles, 5:3. S.oacbe . Seto sok 47.8 32.6 
Beaumont-Port Arthur......... 46.3 24.8 
Wtiew jrock = «ca anise os asics ook 42.8 30.5 
Hampton Roads............... 36.6 11.8 
Buftalogeecet ssc ok. 5 foes 3 ck 85.4 21.0 
@harleston KS. Cl). 002.60 «0:cie es 30.5 13.5 
Bittsburght: ans: terres oe 30.1 28.4 
Grentonsasks age. ice dip Se et 29.9 35.2 
New Haven-Waterbury......... 29.3 27.2 
San HrAnciscOl es cuces ccs sce t 28.2 28.0 
Chic& go). Ser tsicas ed tales Foie 27.6 35.7 
Mialwankearect 5 or, archaea ition 24.7 31.8 
Dyk (Na 6s Diath co og 22.6 29.2 
Cleveland. ieee. os sive at as 22.3 23.5 
Newark-Jersey City............ 18.9 32.2 
Baltimore? 45, StS eee Ee 18.3 28.0 
Philadelphia.to352.5. ee Aeoe 17.5 27.2 
Detroit et ace nce ten eee 15.3 18.8 
New) York (ityen. oo. tena seal te 14.6 28.4 
Bostontins tet 0h eee 14.4 23.8 
Akronoieai ont) aren devdenten - 13.7 24.8 
Mobile sce. eae tei she eee i bi aA 28.7 
Seattle; see saat tease a aden 10.4 22.3 
Hartiord tyegt., tea 8.8% sg. 10.1 19.9 
San Diegoises. sae. tvs whoa oe 5 7.4 


twenty-nine centers, there is a close relationship 
between gains in debits and deposits. However, all 
the markedly exceptional cases show greater gains in 
debits than would be expected on the basis of the 
debit-deposit relationship in the majority of cases. 
Thus, during the postwar years, the increases in debits 
reported by Hampton Roads, Charleston, Buffalo, 
Beaumont-Port Arthur, Albany, Utica, Los Angeles, 
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Chart 4: Deposits of Individuals, Partnerships 

and Corporations and Debits te Deposit Accounts, 

(except Interbank) in Selected Industrial Areas 
Sources: Treasury Department; Federal Reserve 


PORT ARTHUR 
@seEAUMONT 


e 
HARTFORD @ @ 
® 
® 7 CHARLESTON, S.C. 
7 Tr 
ur, QTRENTON | 


SOUTH BEND 


DEBITS-PER CENT INCREASE, 1941-1944 


0 
i) 20 40 60 60 100 120 140 160 180 20d 
DEPOSITS - PER CENT INCREASE, DEC. 31,1941 - DEC. 31,1944 


Chart 5: Deposits of Individuals, Partnerships 

and Corporations and Debits to Deposit Accounts. 

(except Interbank) in Selected Industrial Areas 
Sources: Treasury Department; Federal Reserve 
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Houston-Galveston, and South Bend are to be attrib- 
uted more to increased activity of accounts than to 
gains in deposits. In fact, in all of these districts the 
actual rate of gain has been greater in debits than in 
deposits. These exceptional centers are in some in- 
stances the same as in charts 3 and 4, but their posi- 
tion on the charts and, accordingly, the nature of 
their divergency is reversed. 


REGIONAL BUSINESS CONDITIONS 


The debit figures, available through November, 
1948, reveal a somewhat spotty state of business dur- 
ing the early fall months in comparison with the 
corresponding months of the previous year. Rela- 
tively small declines in October (as compared with 
the same month in 1947) which appeared to be 
spreading were, however, with one exception reversed 


in November. In September, debits—which are prob- 
ably the best single indicator of business activity— 
varied when compared with a year earlier from a de- 
cline of .7% in Hartford to a gain of nearly 95% in 
Albany.1 

Boston showed virtually no improvement over the 
previous September. There were a number of other 
centers in which the gain was not very substantial. 
But six areas—Albany, Pittsburgh, Mobile, Tulsa, 
Houston-Galveston and Beaumont-Port Arthur—had 
gains of more than 25%. By October, twelve of the 
twenty-nine areas showed actual declines from the 


Table 6: Debits to Deposit Accounts (Except 
Interbank) 
Source; Federal Reserve 


S::=::°°3=C(_C—""———Sses=a_—aeaa— 


% Changes 

aa Sept. 1947 | Oct. 1947 | Nov. 1947 

to to to 
Sept. 1948 | Oct. 1948 | Nov. 1948 
Hartford 5500505. ede 0.7 -7.3 +9.0 
BOstomer ys. carce® «03a ae +0.4 -7.0 |. +10.2 
New Haven-Waterbury........... +18.0 +3.3 +16.4 
News Xork City.....5:. 5: ace aeaes +17.9 +1.8 +9.5 
Ultca ese sites ont Ae +8.7 -1.3 +13.2 
Buffalo +5.8 -3.1 +12.6 
Albany +94.7| +4.0 +6.6 
Newark-Jersey City.............. +14.3 +3.8 +19.0 
Philadelphia. ns «-«:s:+..<0ste Boma +16.6 3.2] +15.9 
Wren bon bissciaccrcie: ciestoere Se +22.8 -0.6 +15.5 
Cleveland: 29.) i> scp ee +20.6 +7.7 +23.4 
Akronvs 36s. 4a See +5.1 4.5 +1.3 
Pittsburgh oe sctseasuais. Ae 425.7} 49.3] +19.0 
Baltimore: ys dec chin 2s4an bee +8.7 +12.5 +16.6 
Hampton Roads.................. +6.4 +3.9 +7.5 
Charleston, S.C eee. eee +19.2 +17.0 +25.0 
Mobileteee oinics te ee +25.4 +6.2 +10.4 
+41.0 +26.9 +82.5 
+8.9 —2.0 +3.3 
+6.8 -3.0 +25.5 
+9.4 +6.5 +16.4 
+11.1 5.2 -1.5 
+29.0 +19.2 +19.7 
+27.4 +19.0 +18.1 
+15.7 +38.9 +7.7 
+9.2 0.8 +2.7 
+38 .6 +2.7 +2.7 
+8.7 -5.7 +15.9 
+5.1 +0.2 +10.1 


corresponding 1947 month, and only one center, 
Tulsa, was able to show an increase of as much as 
25%. 

In November, however, there was only one area 
reporting a decline from the previous year and a 
number of substantial increases were in evidence. 
Particularly noteworthy are the rather sharp Novem- 
ber gains in those areas which had reported an Octo- 
ber loss. 


Freperick W. Jonrs 
Division of Business Economics 
1Allowance must, of course, be made for price changes in estimatin 


ar significance, in terms of goods, of changes in the dollar value o 
ebits. 
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Business Highlights 


URING the year just passed, new highs have 

been reached in personal income, employment 
and disposable income. Consumers passed more dol-: 
lars across retail counters than in any other year in 
history. The general price level established a new 
peak and then receded, so did the cost of living. On 
the industrial side, steel production exceeded output 
for any peacetime year and shipments of finished steel 
broke all records. Automobile production moved to a 
new postwar high despite material shortages and labor 
disputes. Corporate profits climbed to a new high. 
But—where do we go from here? 

An increasing number of soft spots are appearing 
in the economy. But we have become so accustomed 
to the establishment of new peaks in the various 
indicators and economic indexes that we may become 
discouraged merely because we are not setting new 
records. 

The average of wholesale commodity prices, as indi- 
cated by the new weekly index of the Bureau of Labor 
Statistics, continues in a slow decline. On December 
28, that index had reached 162.2 (1926=100), or 
0.9% below four weeks earlier. During the week ended 
December 7, the index dropped below the level of one 
year ago for the first time in 1948. By early January, 
the index stood at 161.3. 

Prices for that week were below a year ago for 
farm products, foods, textile products, and “all other” 
commodities, a classification which includes hides and 
leather products, chemicals, housefurnishing goods 
and miscellaneous commodities. Against these de- 
clines, prices were up for building materials, for fuel 


Nonagricultural Employment by Industry, 
1939-1948 
Source: Bureau of Labor Statistics 
Index Numbers, 1935-1939 =100 


CONTRACT 


CONSTRUCTION ~~" 
/ 


TRANSPORTATION AND 
PUBLIC UTILITIES 
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and lighting materials, and for metals and metal 
products. 

Prices of metals and metal products rose 1.2 index 
points in mid-November, but the index remained un- 
changed at 173.7 of the 1926 average for the seven 
weeks through December 28, 1948. The building ma- 
terials group, declined from 203.0 for the week ended 
December 14, 1948, to 198.7 for the first week of 
1949. (See table.) 

The more favorable agricultural picture in Europe 
and other foreign countries reduced the need for 
American exports of foodstuffs. Tremendous amounts 
of corn and wheat are under purchase agreements 
and loans. Somewhat reduced domestic demand, a 
contraction in exports and a large crop have also 
resulted in placing substantial amounts of cotton 
under governmental loans. 

During eleven months of 1948, wholesalers, retail- 
ers and manufacturing establishments spent almost 
$7 billion to expand inventories. Some observers con- 
sider them high enough to service the expected vol- 
ume of sales. In fact, both wholesale and retail inven- 
tories of textile products and also some consumer 
appliances begin to loom large in the eyes of their 
owners. 

Inventories of manufacturers began to flatten out 
soon after mid-1948. A decline in prices had some- 
thing to do with this flattening-out process. But a cur- 
tailment in production schedules, because of shrink- 
ing backlogs, was also a contributing factor. Excep- 
tions are automobiles and steel production. However, 
one of the top executives in the big three of the auto- 
mobile field predicts a buyers’ market in higher-priced 
automobiles is not too far off, and more than one steel 
official has commented that the demand for his prod- 
uct, which was so urgent six months ago, is beginning 
to ease up. This is noticeable especially in prices 
quoted in the gray market. 

The Federal Reserve estimates that outstanding 
orders for 296 department stores amounted to $385 
million at the end of November, 1948. This compares 
with $605 million in November, 1947. Stocks at the 
end of November, 1948, for the same group of stores 
amounted to $1,051 million against $941 million a 
year earlier. Department store managements no 
longer consider it necessary to order well in advance. 
Instead they are placing orders on an “as needed” 
basis. The sag in retail buying in November, 1948, 
has been well publicized. The expected rise and pre- 
Christmas buying was on the whole disappointing. 
For the first two weeks of December, 1948, depart- 
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ment store sales continued to run below the com- 
parable 1947 periods although pre-Christmas promo- 
tions were very large. During the final week before 
Christmas, however, department store sales accel- 
erated sharply. Sales for that week alone were about 
32% above a year earlier. However, there were five 
trading days before Christmas, 1948, against three 
trading days in 1947. 

The dollar volume of department store sales in the 
final week of 1948 (week ended January 1) was vir- 
tually unchanged from a year ago. However, in ap- 
praising these comparisons it should be generally rec- 
ognized that transportation in the Northeast, particu- 
larly in the New York area, was paralyzed by the 
blizzard of 1947. In the comparable week of 1948, 
shoppers had only rain and inclement weather with 
which to contend. 

But too much importance can be attached to ad- 
verse indications. Earlier in the postwar period, re- 
tailers seeing what they thought was the handwriting 
on the wall, curtailed placement of orders. However, 
that drop proved to be a false alarm, and the subse- 
quent pickup in consumer demand caught many re- 
tailers unprepared. Those merchants caught short 
had to scramble for merchandise, and they paid pre- 
mium prices to get the goods. 


INVENTORIES AT POSTWAR PEAK 


The aggregate of inventories at all levels increased 
$811 million during November to a new postwar high 
of $55,337 million. The Commerce Department esti- 
mates that only 60% of the increase could be attrib- 
uted to seasonal expansion; hence, the sag in Novem- 
ber sales undoubtedly accounted for the rise in stocks 
during that month. 

Inventories in October reached $54.5 billion, a 


gain of $6.7 billion over a year earlier. The high level 
of industrial activity coupled with sagging retail sales 
in November and through most of December suggests 
that a further substantial increase took place by the 
end of last year. 

In terms of prewar relationships of inventories to 
sales, inventories do not appear to be excessive al- 
though there are a number of lines overstocked or fully 
stocked. On the whole, it appears that inventories 
have been brought nearer to a service position. There 
is nothing to suggest resumption of an uptrend in 
prices of many raw materials, so it would appear un- 
reasonable to expect industrial management to stock 
up large amounts in inventories. 


THE EMPLOYMENT PICTURE 


The number having jobs dropped below the sixty 
million mark as of November 15 for the first time 
since last June. There was a rather sharp decrease in 
employment of workers on farms. Employment in 
nonagricultural establishments (salaried workers and 
wage earners) approximated 45,701,000 workers ac- 
cording to reports issued by the Bureau of Labor 
Statistics as of mid-November. This total was only 
174,000 below the all-time peak reached in September 
of this year. (See chart.) 

Estimates of nonagricultural employment com- 
puted by the Bureau of Labor Statistics are not yet 
available for the month of December. But if news- 
paper reports reflect the true picture, there was a 
sizable increase in unemployment in the final month 
of 1948. Reports on applications for unemployment 
insurance lend forcible confirmation to the fact that 
unemployment is rising. Between November 27 and 
December 25, the number of applicants increased 
316,600 compared with 115,000 in that period of 1947. 


WEEKLY WHOLESALE PRICES! 


Source: Bureau of Labor Statistics 


Index Numbers: 


1926 =100 
% Chan 
Dec: 21, )|| Deca: Now80,. | MNoveas, 1. Nev. 1610) Beene 
1948 1948 1948 194: 1948 Jan. 6, 1948 
toJan.4,1949 


Commodity Class ae ens 
All coinmodities; 54 44 «in 3.0 ane okt wae 161.3 162.2 
Farna, productdscxpis senteicehets <b eivrecfctatenter 175.5 179.2 
BOOdS6. <5 .:. 5 xt s scatters spain ts eat een 168.1 169.6 
All commodities other than farm and foods...| 152.6 152.5 
Textile products). F.0d. jmecmt ey wen + ahaa 145.1 145.1 
Fuel and lighting materials............... 187.1 137.5 
Metals and metal products............... 175.2 173.7 
Building materials), uses dds ws. cae 198.7 200.1 
All other? si: cays tities aces has icane feet 132.8 133.0 
Special indexes? 

PAINS, . . scutes dealer tere etd wine aster cinders 170.3 170.9 
RameLOCIE: . . disw «Mee otha ThA wk souk is J 209.9 221.4 
Mpatii dated ite te Swill crepes as 225.9 228.7 
Himes GNC SKIGS isa os sw tae ews aoe ienes 192.8 192.5 


1These weekly indexes (except foe pee ial indexes at are based on a sample of about 
one eighth of the commodities Pctmibel ta in the monthly wholesale price index and are 
rectly comparable with it. 
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American business, excluding agriculture, is be- 
lieved to have spent a record total of about $5 bil- 
lion in the fourth quarter of 1948 and is expected to 
spend $4.4 billion in the first quarter of 1949 for the 
construction of new plant and the purchase of new 
equipment. These estimates are obtained from a 
quarterly survey conducted by the Securities and 
Exchange Commission and the Department of Com- 
merce. 


CORRECTION 


There were two errors in the November “Business 
Highlights.” On the second column of page 439, dealing 
with lead prices, the second sentence should have read: 
“At 211% cents a pound, lead is now the most inflated 
of all the major metals.” (For now was substituted 
the word not.) The sentence following that one should 
have read: ‘“Zead [not copper] is about 320% above 
the 1939 average, which was less than 5 cents a pound.” 


The capital investment planned for the first quar- 
ter of 1949 is estimated to be about 5% above the 
volume expended in the corresponding period of 1948, 
though slightly lower in physical terms. For 1948 as 
a whole, both the dollar volume and the physical 
volume of private capital investment was larger than 
in any other year. During the first quarter of 1949, 
mining and transportation companies, excluding rail- 
roads, expect to spend about the same as in the fourth 
quarter of 1948, while the other major groups expect 
to spend less. For all major industry groups except 
transportation other than railroads, the quarter’s 
capital expenditures are expected to be about the 
same as in the same quarter of 1948, or perhaps even 
higher. 


HEAVY BUSINESS CONSTRUCTION 


Final estimates reveal that expenditures in the 
third quarter of 1948 totaled $4.8 billion, or slightly 
less than had been expected. At the same time, esti- 
mated expenditures for the fourth quarter of 1948 
were boosted substantially to $5 billion from the 
initial estimate of $4.7 billion. 

In light of these revisions, new plant and equip- 
ment expenditures during 1948 are believed to have 
reached $18.8 billion as compared with $16.2 billion 
in 1947. During 1948, the increases were particularly 
pronounced for railroads and electric and gas utilities. 

In 1948, the dollar volume of all construction (ex- 
cluding equipment but including heavy engineering 
work, housing and other types of building) was $17.4 
billion, according to the year-end totals compiled by 
the Engineering News-Record. 

The figure of $17.4 billion exceeds 1947 by more 
than $3.7 billion, which in itself was an all-time record 


in the earlier year. It is also far above the wartime 
years when a peak of about $12.8 billion was reached 
in 1942. However, when these dollar volume figures 
are deflated for the rise in construction costs, the 
money spent actually bought only slightly more con- 
struction in 1948 than was purchased in 1946, with a 
total of $13.7 billion. The gain in physical volume in 
1948 was about 11% above 1947 but only 2% above 
1946. 

The rise in construction costs lost some of its mo- 
mentum last year. The Engineering News-Record 
cost index rose 12% in 1948, but at the close of the 
year the index was 2.5 points below its October high. 
The 12% rise in 1948 compares with an increase of 17% 
in 1947 and with a rise of 18% in 1946. Factors affect- 
ing the situation have been higher labor productivity, 
a firming of material prices, and an easier supply of 
materials. Some rather marked declines in the price 
of lumber have also occurred. 


MACHINE-TOOL ORDERS UP 


Gains in domestic and foreign orders were reported 
by the National Machine Tool] Builders Association 
for the month of November. The association’s index 
of new orders climbed to 73 in November as compared 
with 67.4 in October, reversing a decline which began 
four months ago. The index of foreign orders at 18.5 
was at the highest level since April, 1947 and 4.5 
points higher than for the preceding month. The 
ratio of unfilled orders to shipments at the end of 
November, 1948, was 4.4 to 1. Average annual ship- 
ments for the three years 1945-1947, which the asso- 
ciation uses as the base for its index were $334,000,000. 

Machine-tool shipments in 1948 are estimated at 
about $285 million against $306 million in 1947. 
Translated into 1939 dollars, total shipments for 1948 
were probably about $172 million, as compared with 
$200 million in 1939. 

Contraction in foreign demand until recently has 
been partly responsible for the decline in new orders. 
Shipments to Europe have been disappointingly 
small, primarily because of a delay in getting the ECA 
plan for capital goods purchases rolling. ECA has 
allotted $56 million for purchase of tools to July 1, 
1949. Purchases out of private funds are also ex- 
pected to increase. But the increase will probably be 
moderate, because competition for business is intensi- 
fying. Many European countries are now producing 
machine tools, among them Italy, France, Holland, 
Russia, Belgium, Sweden, Switzerland and Czecho- 
slovakia. The ECA countries are using ERP funds 
to purchase machine tools from each other. Purchases 
from this country out of private funds will probably 
be moderate because of the scarcity of American 
dollars. 

Wi114M B. Harper 
Division of Business Economics 
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ERP Impact on National Incomes 


I 


NITED STATES aid under the Marshall plan 

amounts to a maximum of about 12% of the 
national income of any of the receiving countries ex- 
cept Greece.! In most instances, it is considerably 
lower; in Greece, it well exceeds this level. 

Except for Greece (and perhaps Austria, the Neth- 
erlands, and Western Germany) the United States 
has not assumed a heavy share of the burden of pro- 
duction for the nations involved.? Instead, the data 
imply that certain key materials and supplies neces- 
sary to achieve higher production are being furnished. 
For some commodities our aid is a far higher percent- 
age of native production or normal trade than the 
over-all average but basically the provision of a 
higher volume of goods and sources must stem from 
within the various national economies. 

Per capita aid averages $17 for all the countries, 
although aid to specific nations ranges from $2 to 
more than $50 a head. 

About 2% of the national income of the United 
States is being devoted to the European Recovery 
Program. This is an over-all measure of the pro- 
gram’s impact, and does not take into account its 
influence on particular industries, areas, prices or 
other aspects of our economic system. The aid 
amounts to about $31 per capita—roughly, $113 for 
an average family? 

TAt 1947 prices, except for Italy, 
for which data are only available 
at prewar prices. Data for Austria, 
France and Greece are addi- 
tionally given in prewar prices. 
The percentages are considerably 


higher in all cases where prewar 
prices are used. This may be owing 


Data for measuring the significance of ERP for the 
various countries are far from complete. The calcula- 
tions here may only be regarded as illustrative of the 
magnitudes involved, rather than anything like abso- 
lute figures. 

The basic aid figure used is the estimate of $4,875 
million which the Organization for European Eco- 
nomic Cooperation (OEEC) has requested for the 
period July 1, 1948-June 30, 1949. Although this esti- 
mate does not cover a calendar year (to compare 
with national income data), it does provide a rea- 
sonably fixed division of aid between countries, and 
may well relate to the aid that is actually received in 
this period. 


DISTRIBUTION OF DOLLARS 


The impact of the distribution of this aid among 
countries varies according to assumptions about 
“effectiveness.” If the allocation of United States 
dollars is taken,? the United Kingdom leads with 
26.4%, France and Italy follow with 20.6% and 
12.5%, respectively, and the combined Bizone® and 
French Zone of Germany reach 10.7%. The other 
nations are all below 10%. (This concept is here called 
“gross United States aid.”) These calculations may be 

See second section of article. 


The allocation of $84 million to the Netherlands East Indies has 
been excluded. 


*Not including Army expenditures for government and relief. 


Table 1: Distribution of ERP Aid and European Credits, July, 1948-June, 1949 


Sources: Organization for European Cooperation; Federal Reserve Bank of New York; 
Tur Conrerence Boarp 


Dollar Figures in Millions 


to the different exchange rates “« oe . | “Condi- 
which must be employed, eh rela- Country recurth Se Net | Sse tional” Total Gat pe : Taal 
tive movements of prices, or some -S. Aid | ys, Aid | U- S. Aid | Credits eos ae Net Aid | y.§, Aid| U.S. Aid] Net Aid 
combination of these factors. Cal- - ee ee eee 
culations are explained in greater Austria. Fe Here opsvnte: eRe LO 63.5 PROS: lero 63.5 280.5 4.5 5.9 5.9 
detail later in the article. Belgium-Luxemburg..| 250.0 |+207.5 CAT 2) eh +207.5 42.5 5.2 9 9 
Calculations based on 1947 Denmark............ 110.0 -6.8 DUG ooh eae -6.8 116.8 2.3 2.4 2.4 
prices will be used in the remainder France sso jeteaein ate 989.0 | -323.3 1,312 3 +10.0 -313.3 1,302 8 20.6 27.4 27.2 
of this article. Data in prewar GNCOCE nei lator 146.0 -66.8 212.8 -20.0 -86.8 232.8 3.0 4.4 4.9 
prices for the three countries men- | Western Germany 
tioned above are presented in the Bizone: 475 ere 414.0 | 410.2 | 403.8 -9.8 +0.4 | 413.6 8.6 8.4 8.6 
accompanying tables. ; ee Zone.......| 100.0 O18 se 100s8 ul eae -0.8 | 100.8 ak Bt 2.1 
*The Woonomic Cooperation Ad: COLON. orate cies eeie iso LARO Sees cote WCE eee! ia aa 11.0 : : 2 
ministration has ptr fiat ihe | Lrelandaaee.. se, are TORN me tei TOLO I) coe oe kere ¢ 79.0 1.6 1.6 1.6 
ECA-financed supply program in Italy................] 601.0 | +90.3 | 580.7| -45.0| -24.7| 625.7| 12.5] 12.1] 13.1 
the first year “represents in the Netherlands'.........) 412.0] -71.7| 483.7] -65.0 | -196.7] 548.7| 8.6] 10.1] 11.5 
aggregate less than 5% of the total Norway.............| 84.0] -81.8| 115.8] ..... -$1.8| 115.8] 1.8] 2.4] 2.4 
products they (the participating Sweden............, 47.0 | +25.0] 22.0| -60.2a| -35.2] 82.2] 1.0 Te Ey 
countries) will use.” ECA, First Triestevucte. venictraes LS 00 eee MSO coe dl Matec s 18.0 4 «4 4 
Report to Congress for the Quarter Turkey, An One 50.0 | +19.7 30.3 | -19.0 +0.7 49.3 1.0 6 1.0 
¥Tio ox teore Peres telabed Up ‘Tptalie Mcd. 2, i ae 4,700.0 \ et ee 4,791.0 | 100.0 | 100.0 | 100.0 


blood or marriage residing together. 


1Excluding $84 million for the Netherlands East Indies. 


aNet of $70 million drawing rights and $9.8 million to be released. 
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said to indicate the distribution of dollars, but not 
of goods. (See Table 1.) 

The effect of the program upon the individual coun- 
tries is different when the reciprocal provisions of 
the plan are taken into account. The scheme of 
conditional aid and intra-European payments pro- 
vides that certain of the nations involved will re- 
ceive part of their allotments only on the condition 
that they extend equivalent credits in their own cur- 
rencies to other ERP nations. After such transfers, 


Table 2: National Income, 1947! 


Sources: United Nations; International Monetary Fund; 
Tue Conrerence Boarp 


1 ees Exchange National 

ncome in ; 

Couey | OUT | Sige | uate | eee 
Currencies? | Per Currency} (Millions) 
(Millions) Unit 

PROS EDEN ote Soin ot.6,0 Schilling 20,870 | 1.00000a 2,087 


3,480b| 18.83090c 6556 


Belgium-Luxemburg] Franc 232,158 | 2.28167a) 5,297 
elgium......... ranc 225,960 | 2.28167a 5,156 
Luxemburg...... Franc 6,198 | 2.28167a 141 
Denmark.......... Krone 14,532 | 20.83760a 3,028 
ONCE: 3. dav. olodis France | 3,243,000 . 838224 27,183 
326,000d|. 2.86040f 9,325d 
Greece. .| Drachma | 7,342,000 .01199 7) 880 
39,5009]  .84034h 3329 
Dibebyeee 6685 .ois.c.0 Lira 81,200d| 5.26320f 4,274d 
Netherlands. ....... Guilder 10,000 | 37.69530a 3,770 
INDEWRY Coco cess. Krone 6,968 | 20.15000a 1,404 
Sweden Krona 20,727 | 27.81640a 5,766 


8,886 |403.00000a' 35,811 
1Unless another year is noted. 

_*National income at factor cost; adjusted for conceptual differences, as far as pos- 
sible, to allow rough comparison between countries. See “National Income Statistics 
of Various Countries, 1938-1947,” Department of Economic Affairs, United Nations, 
May, 1948, (mimeo.). 

aOfficial par value, 1947, as agreed with International Monetary Fund; for Austria 
and Sweden, average of official buying and selling rates; for France, official 1947 rate: 

bAt 1935 prices. 

01935 rate. 

dAt 1938 prices. 

f1938 rate. 

At 1938-1939 prices. 

11938-1989 rate. 

tAverage for last three months of the year of “‘certificates” introduced in October, 
1947, They are used for import and export transactions and partially reflect “‘free’’ 
rates. Employed here for 1947 since they are thought more representative of prices 
at which transactions in the economy were consummated. 


the crediting country will have the same amount of 
dollars available as formerly, but it will have lost an 
equivalent amount of goods and services.1 The coun- 
try receiving credits has not gained dollars, but has 
gained goods and services. Since this exchange would 
not have been effectuated without the existence of the 
general aid program, the resulting final distribution 
of goods and services makes France the chief recipi- 
ent, with 27.4%. The United Kingdom’s share de- 
clines from 26.4% to 20.5%, since that country be- 
comes the chief contributor to the other countries. 
The Belgian-Luxemburg share is whittled from 5.2% 
to 0.9%. (This concept is here celled “net United 
States aid.”) 

In addition to this credit system, the United King- 
dom is granting an additional $209 million and France 
$10 million. Assuming, however, that they would not 

1At current official rates of exchange. 
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be doing this if there were no general United States 
aid program, the United Kingdom’s share again sub- 
stantially drops, this time to 16.1%; France drops 
slightly, but still leads; and other countries increase 
their shares in various amounts or remain unaffected. 
This method of viewing the distribution is probably 
the most significant for comparison with national in- 
comes, since it gives the end result of the transfers of 
all goods and services not arising from “unstimulated” 
economic exchange. (This concept is here called 
“total net aid.”) 

In proportion to its national income, Greece is the 
largest beneficiary from gross United States aid (of 
those countries for which data are available). The aid 
amounts to about 15% of Greek national income at 
1947 prices. Were national income estimates for 
Western Germany at hand, the percentage might also 
be high. Assistance to Greece under the Greek-Turk- 
ish aid program is not included in these figures. (See 
Table 3.) 

Next in order are Austria and the Netherlands, 
where gross aid equals almost 10% of the national in- 
come. Although the United Kingdom, France and 
Italy receive the largest shares, the extent of the aid 
is a smaller percentage of their national incomes than 
in the countries already mentioned. For the United 
Kingdom and France it amounts to about 3%, and 
for Italy (at 1938 prices) close to 7%. 

Turning to net United States aid (that is, after 
“conditional” aid has been distributed), Greece 
again leads, with aid amounting to about 22% of the 
national income, while the Austrian and Netherlands 
totals are about 12%. In fact, all countries except 
Italy, Sweden, Belgium-Luxemburg and the United 
Kingdom gain from these transactions, mostly from 
credits extended by the latter two countries. 

In terms of total net aid, Greece’s share in relation 
to her national income again gains, this time to 24%. 
Aid to the Netherlands increases to 13% of the na- 
tional income, and for Sweden it rises for the first 
time above 1%. This is practically all owing to the 
distribution of additional British credits. Aid com- 
pared with national income shrinks to about 2% for 
the United Kingdom. 


AID WILL VARY 


Per capita aid will obviously vary, under the three 
definitions of aid. Using total net aid, Iceland is far 
and away the chief recipient, getting $74 a head. This 
surprisingly large figure reflects that country’s small 
population of 134,000. Any plant or equipment items 
covered by dollar aid—items which by their very 
nature are expensive and which cannot be reduced 
below a certain scale—will therefore appear large dol- 
larwise when compared with a rather small popu- 


1This should not be taken to imply a lesser significance in the 
actual dollars made available by the original distribution. 
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lation. Through November 30, 1948, most of the 
authorizations for Iceland were for machinery and 
metals. 

Next to Iceland, Trieste leads with $55 per capita 
aid and the Netherlands follows with $51. Austria 
and Norway follow with $36 and $33, respectively. 
Aid to France, Greece, Denmark and Ireland ranges 
from $24 to $29 per capita. For Sweden, the United 
Kingdom, Italy, the French Zone and the Bizone, it 
ranges from $9 to $15 a head. Belgium-Luxemburg 
and Turkey are lowest, with $4 and $2. Average aid 
for all ERP countries, is $17 per capita. 

Despite the limitations of the figures, the relative 
levels of the per capita national incomes seem reason- 
able on the basis of general expectations. There is an 
upper income group consisting of Sweden, Denmark, 
the United Kingdom, Belgium and France. A middle 
group is composed of Norway, Luxemburg, and the 
Netherlands. Austria, Italy and Greece appear at the 
bottom.t (See Table 4.) 


Il 


National income statistics are available only 
through 1947 for most countries. The aid figures were 
therefore reduced to compensate for the change in 
prices since then. A rough 
downward adjustment of 
10% was made on the 
basis of OEEC’s statement 
that prices would be about 
that much higher than in 
1947. Even if this figure is 
approximately valid in 
general, it still might not 
be applicable to the aver- 


Country 


Austria (at 1947 prices)...... 


age prices of particular ,__ (at 1935 prices)*...... 

ars P wis P z Belgium-Luxemburg......... 

commodities or services Belpraumy)9.45,,o5i6. tee» 

received by a nation. (See Luxemburg..............- 
Denmark 


Table 8.) 

In comparing aid and 
national incomes, the un- 
satisfactory nature of most 


France (at 1947 prices)....... 
(at 1938 prices)*...... 
Greece (at 1947 prices)....... 
(at 1988-39 prices)*, . . 
Western Germany 


national income estimates French & rete eee e eee eens 
must be kept in mind. Sta- Yeeland.....- 2s... 
tistics range in accuracy Ireland..................... 


Italy (at 1947 prices)........ 


from careful and detailed (at 1988 prices)‘....... 


estimates to what are Netherlands................ 

probably more or less in- atid ibIOTS tei S eR Wied sce’ ASeis) aie 

formed guesses. Differ- ‘yieste................., 

ences in definition and Turkey..................... 

concepts also preclude ex- United Kingdom............ 
1Unless another year is noted. 
2At factor cost. 


Statements by ECA Admin- 
istrator Hoffman suggest that 
the average annual per capita 
income of Western Europe ranges 


from $320 to $347. released by ECA, October 2 


*Based on Table 1. To arrive at 1947 pri 

table reduced by 10% according to OEEC estimate that aver- 

1948-1949 prices will be 10% —— 
OEEC, “Report to ECA on the First 


ual , July 1, 
1948-June 80, 1949,” p. 35, Y egress Paris, 


January, 1949 


act comparisons, although as far as possible’ adjust- 
ments have been made. 

This problem is further aggravated by the general 
occurrence of inflation. Higher prices overstate the 
national incomes of all countries relative to any pre- 
vious period when prices were more stable. If prices 
in all countries had increased commensurately, this 
would present no problem, but this has obviously not 
been the case.” 

In countries where inflation has assumed extremely 
serious proportions, such overstatement is severe, and, 
in addition, black market transactions may not be 
adequately covered by the estimator. 

National income data for Austria, France, Greece 
and Italy are available in prewar prices. This proce- 
dure should theoretically reduce income to “real” 
terms, by eliminating the inflation factor. In practice 
the adequacy of the price indexes by which the opera- 
tion is performed, the effect of changing price struc- 
tures, differing availabilities of goods, the black mar- 
ket sector and other considerations make their accu- 
racy somewhat doubtful. 

A further difficulty is the conversion of values in 

1According to procedures developed by J. B. D. Derksen of the 
Department of Economic Affairs of the United Nations. 

*Relative price movements in various countries are traced in 


Irving B. Kravis and Ann § Ritter, “World Prices, 1948, Compared 
with 1939,” Monthly Labor Review, Nov. 1948. 


Table 3: National Income and ERP Aid at 1947 Prices! 


Sources: Organization for European Economic Cooperation; United Nations; International Monetary Fund; 
‘ederal Reserve Bank of New York; Tor Conrerence Boarp 


Dollar Figures in Millions 


ERP Aid and European Credits ERP Aid and European Credits 
National July, 1948-June, 1949? as Per Cent of National Income 
Income? 
Lega Gross Net Total 
U.S. Aid | U.S. Aid | Net Aid 
2,087 9.4 12.1 yay | 
655 15.7 20.38 20.3 
5,297 4.2 7 ne 
5156 | esse. Lista o> || ete Ne is, Or | aren ee 
TY ) Ce amen ice ie ke Atg:, 28 sie, tel Pereira Re 
3,028 0 3.8 3.5 3.5 
27,183 1 3.8 4.3 4.3 
9,325 0 4.9 6.5 6.5 
880 4 14.9 21.8 23.8 
332 38 20.3 29.5 $2.3 
n.d. 6.) 868.4. [Sie Sees Wh ee ec er 
n.a 0 PSO 0Te BOAT sete 1, ene | emcee 
n.a BO) WO Bi reo ee wae eS eee Renee 
na she | ASL ee Ni. ches Puree Meares 
n.a “OD | 62216. OSM Ll os Seokans, lesa a eel 
4,274 6 6.5 6.3 6.8 
3,770 .8 9.8 11.5 18.1 
1,404 6 5.4 7.4 7.4 
5,766 3 Ait ic 3 1.3 
n.a. 12! VOTES s ee DOLE 1) Ae co ee 
n.d. Oot 12%. | SBA hee ee | ieee See cs 
35,811 i 3.2 2.5 1.9 
‘Because the national income of Italy is available only in 
heres of prowar peices, thet aid Agueet Dene bo eee 
, totals in that dollars 


than in 1947. See . 
computations on both 


13, 1948; n.a.Not available. 
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Table 4: Per Capita National Income and ERP 
Aid at 1947 Prices! 
Sources: Organization for European Economic Cooperation; United 
Nations; International Monetary Fund; Federal Reserve Bank of 
New York; Bureau of the Census; Office of Military Government for 
Germany (U.S.); Tae Conrerence Boarp 


Popula- Per Capita 
tion? in 
Country 1947 (in 
thousands)| National Gross_ Net | Total 
Income | U.S. Aid | U.S. Aid| Net Aid 


a a ee fe oo 


Austria (at 1947 prices).| 6,920a} $302 $28 $36 $36 


(at 1935 prices)....| ..... 95 15 19 19 
Belgium-Luxemburg...} 8,710 608 26 4 4 
RCT co ts ain rs 8,421 612 ms se es 
Luxemburg......... 289 488 es ea a 
Menmank 2s. whe o/sa!s 4,146 730 24 25 25 
France (at 1947 prices).| 41,100 661 22 29 29 
(at 1938 prices)....] ..... 227 ll 15 15 
Western Germany..... 45,4596} na. 10 10 10 
Bizone fii anteake 39,519b| = n.a. 9 9 9 
French Zone........ 5,940b| na. 15 15 15 
Greece (at 1947 prices).|_ 7,550c} 117 17 25 28 
(at 1938-39 prices).| ..... 44 9 13 14 
ROCUMIPE ..8AS Ais aint ahs 134 n.d. A 74 74 
trelands bess hts. dhe: 2,972 n.d. 24 24 24 
Italy (at 1947 prices). .| 45,833 n.d. 12 11 12 
(at 1938 prices)... .} 0... -. 93 6 6 6 
Netherlands.......... 9,628 392 39 45 51 
PI WRY SS ois Pee le 3,135 448 24 33 33 
Speier. harcore Tito oe 6,803 848 6 3 11 
AS oe 293 n.d. 55 55 55 
EDONKEY Wis. .225-%--+-| 19,200 n.d. 2 1 Q 
United Kingdom...... 49,539d 723 23 18 14 
otal eect 6 aorwd- 251,129 n.a 17 17 17 
United States®,........ 143,414 | 1,401 sf sif sf 


1Unless another year is noted. 

*Present in area at midyear. J ? f 

Sif armed forces are inchitod, per capita national income equals $1,396, and per capita 
aid equals $30. . 

alncluding displaced persons, except those in camps. 

bOctober, 1946, census, excluding Berlin. 

eExcluding the Dodecanese Islands. 

dincluding armed forces overseas. - 

fIncluding $84 million for Netherlands East Indies. 


foreign currency to United States dollars. Current 
official parity rates of exchange are used here, al- 
though it is recognized that, for most countries, these 
rates are more favorable to the foreign currencies in 
respect to the dollar than if no controls were in force 
to maintain these rates. 

They may be regarded, at best, as a means of ex- 
pressing aid and national incomes in the same units 
of account, rather than as really adequate means of 
comparison. 


ACTUAL DIFFERENCES 


Despite all these defects, where extremely wide 
divergencies in the per capita national income figures 
of two countries are found, actual differences may be 
presumed to exist despite the statistical and concep- 
tual difficulties. Conversely, where differences be- 
tween per capita national incomes are relatively small, 
the difference could well be owing to errors of estima- 
tion. In such a case, the real relationship might well 
be a greater divergence or greater equality. Yet the 
array of per capita data which results from the meth- 
ods used gives a relative structure of incomes which 


accords with common-sense notions of what the reali- 
ties are. 

Where national income data are given in prewar 
prices, dollars are converted using the exchange rates 
prevailing in the base year. This implies that the 
price and trade relationships between the United 
States and the country involved are the same as they 
were before the war. Since, however, current official 
exchange rates used to convert national incomes (in 
current prices) into dollars also do not reflect present- 
day relationships accurately, an error is present in 
both cases. 

To compare aid with national incomes at prewar 
prices, the aid data have been converted into prewar 
dollars on the basis of the average United States 
wholesale price index. 

For purposes of international comparisons, the 
United States national income used is $201.0 billion 
instead of the reported $202.5 billion in 1947. 

Belgium and Luxemburg are lumped together be- 
cause ERP aid is assigned them jointly. 


Lawrence A. Mayer 
Dwision of Business Economics 


Used because commodities from the United States are totaling 
over one half of ECA-financed goods and because the data are avail- 
able for the required years. The use of United States wholesale prices 
does not seriously distort world prices as may be seen by comparing 
the increase in the United Nations index of world export prices from 
1938 to the first half of 1947 of 101%, with the increase in United 
States wholesale prices of 87% for the same period. (See “Economic 
Report, Salient Features of the World Economic Situation, 1945-47,” 
(eons of Economic Affairs, United Nations, Jan., 1948, Table 

» p. 12. 


Economic Notes 


Coals to Newcastle? 


“Belgium and Luxembourg got held up for Lorraine ore 

in the days when coke was short and the French used ore 
to bargain for coke. They have switched to Swedish ore 
and find it satisfactory and a little less expensive, consider- 
ing the higher quality. For the good of Europe, they 
should switch back now, releasing Swedish ore for the 
Ruhr and Britain—but the Belgians are happy as they 
ATH S & 
“The French insist that they can get out more ore as 
matters stand if only they had coke. When the Economic 
Commission told them that coke was available, however, 
the French did not jump at the chance to get it. The reason 
was that Europe’s comparative ‘surplus’ coke is the result 
mainly of Belgium’s offer of 200,000 tons extra. But the 
French will not pay Belgian prices, which are about 25% 
above Ruhr prices. Besides, the French have not got any 
more Belgian francs. 

“So the French have got ore, the Belgians have coke and 
Europe is still draining steel out of the United States.”— 
New York Times, December 5, 1948. 
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Earnings, Hours and Employment Trends 


ANUFACTURING employment showed a 

slight dip in mid-October. The level, neverthe- 
less, remained well above recent months. The latest 
estimate by the Bureau of Labor Statistics of 13,567,- 
000 production workers compares with 13,143,000 a 
year ago. This represents a decline of 1.7%. The 
hard goods industries, which employed 51% of the 
total in October, registered a rise of 0.38% over the 
month. This was fully offset, however, by a decline 
of 2% in the nondurable goods group, in which food 
and petroleum products were mainly responsible. In 
the food industry, a decline of 9% reflected a sea- 
sonal pattern that prevails in canning and preserving 
operations. Employment in the petroleum industry 
continued to be affected by wage disputes in Califor- 
nia. The net employment drop in refineries amounted 
to 5% since September. Lumber mills were also af- 
fected by strikes but in an indirect way. Transporta- 
tion difficulties, arising from a walkout of West Coast 
longshoremen, forced 2% of the workers of sawmills 
and logging camps out of work. 


PAY ROLLS 


Total pay rolls declined only negligibly. Even 
though the employment index was lower in October 
than in the preceding month, a rise of 0.6% in weekly 
earnings almost counterbalanced it. Transportation 
equipment manufacturers had the greatest pay roll 
rise—5.4%—while those in the food line showed the 
sharpest loss—one of 8.1%. 

Mid-October earnings climbed to all-time highs. 


Production workers averaged $1.366 an hour, slightly 
more than in September but 8.6% above the October, 
1947, level. Their weekly return amounted to $54.50, 
reflecting continual gains since May of this year. 
Increased activity in the hard goods industries re- 
quired considerably longer working hours and there- 
fore greater weekly wage payments. The hours worked 
for the group rose 1.8% to 40.7; for all manufacturing 
industries combined it was 39.9 hours in October. 


Evizasetu M, Casey 
Statistical Division 


Production Worker Employment and Weekly 
Pay Rolls, All Manufacturing Industries 


Source: Bureau of Labor Statistics 
Index Numbers: 1939 Average = 100 


1942 1943 1944 1945 1946 1947 1948 1948 


100 
1939 


1940 1941 


EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, MANUFACTURING INDUSTRIES 
Source: Bureau of Labor Statistics 


All Manufacturing Industries Durable Goods Nondurable Goods 
Date Indexes 
Aver: Avera; Avera 1939 Average =100 Avera; Aver: Aver: Avera; Aver: Aver: 
Hourly Week Weekly Hourly Weekly Weekly Hourly Weekly Weekly 
Earnings Earnings ours Earnings Earnings Hours Earnings Earnings Hours 
Employment] Pay Rolls 
1947 September........| $1.249 $50.47 40.4 160.2 $45.3 $1.331 $54.06 40.6 $1.165 $46.80 40.2 
clober: «tes. dee 1.258 51.05 40.6 160.4 8350.1 1.887 54.69 40.9 1.175 47.29 40.2 
November........ 1.268 51.29 40.4 160.8 8353.4 1.346 54.86 40.7 1.185 47.56 40.1 
December........ 1.278 52.69 41.2 161.9 865.7 1.854 56.48 41.7 1.196 43.72 40.8 
1948 January...... 1.285 52.07 40.5 160.5 358.7 1.355 55.46 40.9 1.210 48.45 40.0 
February 1.287 51.75 40.2 159.5 354.1 1.352 54.77 40.5 1.217 48.56 39.9 
[Marcus clea toe 1.289 52.07 40.4 160.3 358.4 1.852 55.25 40.9 1.220 48.66 89.9 
April 1.292 51.79 40.1 156.1 347.1 1.857 54.96 40.5 1.220 48.33 39.6 
MiGe. 5. che mueees 1.301 51.86 39.9 155.5 846.7 1.366 54.81 40.1 1.230 48.65 39.6 
DUNE ccs eee ae 1.316 52.85 40.2 158.2 359.0 1.885 56.138 40.5 1.242 49.37 39.8 
LS a cr, 1.832 52.95 39.8 158.5 360.0 1.407 56.21 40.0 1.252 49.49 39.5 
August. . 1.349 54.05r 40.1 161.7 8374.7 1.431 58.19r 40.7 1.262 49.79r $9.5 
September........ 1.362 54.18 39.8 164.5 $81.7 1.449r 57.90r 40.0 1.272r 50.387 39.6 
Octobef ......... 1.366 54.50 39.9 163.2 $81.5 1.451 59.13 40.7 1.272 49.68 $9.1 
November p...... 1.870 54.49 SOLS Ee Sore | ewer 1.452 58.58 40.4 1.280 50.14 839.2 
pPreljminary estimate. rRevised 
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Industrial Remobilization Developments 


New Cost Accounting Rules 


The Army, Navy and Air Force, in conjunction 
with the Munitions Board, have issued new contract 
cost principles which will apply to all cost-type con- 
tracts made by the armed services as of February 1, 
1949. These new rules are considered to be the latest 
step in the development of uniform procurement rules 
for the three armed services. 

Compared with the draft of last summer on allow- 
able or disallowable costs, this new statement bears 
a number of changes, some of which now permit busi- 
nessmen to count as costs three major items previ- 
ously not allowed in military contracts; namely, (1) 
state income taxes, (2) use and occupancy insurance, 
and (3) ordinary local charity and community bene- 
fit donations. 

Admiral Frank Baldwin stated that, although it 
cannot take any official affirmative stand on the 
matter, the General Accounting Office, which must 
audit all military contracts, considers the new state- 
ment somewhat better than wartime cost standards. 
Admiral Baldwin said that “the new rules do not 
satisfy all the demands of military suppliers with re- 
spect to advertising costs in military contracts.” The 
only allowable advertising costs are those incurred 
through advertising in technical and trade journals. 

The armed services also decided against allowing 
contractors to charge interest on borrowed money as 
a cost because then contractors who use their own 
funds could charge interest on money tied up in gov- 
ernment contracts. 

Although allowable and disallowable costs are 
listed, the services are permitted to allow other costs 
not listed and to disallow some that are listed. There 
are thousands of costs and it is impossible to list them 
all, but these new rules are considered to hit the items 
that were major bones of contention in the past. 


Industrial Mobilization Recommendations 


A task force consisting of fourteen distinguished 
citizens appointed by the Commission on Organization 
of the Executive Branch and headed by Ferdinand 
Eberstat has issued a report containing detailed legis- 
lative and administrative recommendations, with re- 
spect to the following: increasing the central author- 
ity of the Secretary of Defense; increasing the partici- 
pation of civilian and industrial representation in the 
policy-making functions of the National Military Es- 
tablishment; and drastic administrative and proce- 
dural revisions to reduce spending, increase efficiency 
and increase coordination among the various agencies 


and departments of the National Military Establish- 
ment. This task group urged that legislation be en- 
acted to permit prompt economic, civilian, industrial 
and military mobilization. 


Report on National Military Establishment 


Secretary of Defense Forrestal has reported that 
the condition of the National Military Establishment 
is sound but that the cost of maintaining it necessi- 
tates the development of safeguards for the security 
of the total national economy. In his first annual 
report he pointed out that defense costs for this fiscal 
year would be nearly 30% of all federal costs. He 
also observed that the Defense Department, with 
each service involving more men, money and mate- 
rials than any other government agency or private 
business, has proved to be unparalleled in government 
and in industry. Mr. Forrestal stated that the prob- 
lem of national security and the problem of cost are 
inseparable—‘“the nation demands security but it also 
has a right to know that it will get its money’s 
worth.” He also mentioned the considerable progress 
that has been made in improving budgetary methods 
and added that it was the objective of the Defense 
Department in setting up its next fiscal budget to 
avoid as much as possible the intricate problems now 
existing in setting up federal budgets. He emphasized 
the problems of “confusion and overlapping. 

Against defense appropriations this fiscal year to- 
taling over $14.5 billion, the Secretary of Defense set 
forth what he considered as the main accomplish- 
ments since September, 1947, the date of the National 
Security Act: 


1. The policies and functions of the departments and 
agencies concerned with the national security have been 
better integrated and coordinated. 

2. The unification of the Army, Navy and Air Force 
into an effective combat team is progressing as rapidly as 
can be expected. 

8. All three services are in a better position to perform 
their missions than they were before the inauguration of 
the National Security Act. 

4, This nation is better able to implement its policies 
with military power to a greater extent, if necessary. 


Mr. Forrestal stated that “there will, however, in 
the future, be a continuing challenge to attain the 
complete integration and unification contemplated 
by the National Security Act.” 


JaMeEs F. Foaarry, Jr. 
Division of Business Practices 
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NOW MORE CUSHIONING— 


RECEIPTS THROUGH NOVEMBER 30,1948 


* 


EXPENDITURES THROUGH NOVEMBER 30,1948 


in 9 
ees 


UNEMPLOYMENT 


TRUST FUND 
BILLIONS OF DOLLARS 


WY 


NOV. 30 
8.5 


OLD-AGE AND SURVIVORS 


INSURANCE TRUST FUND 
BILLIONS OF DOLLARS 


1937 1940 1943 1946 1949 
1. pay-roll taxes of 2% have built these 2. if and when big unemployment hits, 
large reserves; drains, which have so far the fund is now large enough to take care 
been less than was expected, will increase. of about 7.5 times the peak needs of 1946. 


PERSONS RECEIVING PAYMENTS* UNDER SOCIAL SECURITY oe PROGRAMS, DECEMBER, 1940 AND SEPTEMBER, 1948 


PUBLIC ASSISTANCE 


+509 
RETIRED BENEFICIARIES 


2,298 


1,683 


SURVIVOR BENEFICIARIES 
1,036 UNEMPLOYED BENEFICIARIES 
950 
866° 


/ 


NONVETERAN VETERAN 
“MONTHLY © INCLUDES SICKNESS BENEFITS © CLUDES SELF-EMPLOYED 


SPECIAL GENERAL 


3. many more persons now benefit from social insurance and similar programs than 
in 1940. in contrast, there are fewer general relief cases today. but more persons who 
are aged, blind or who take care of dependent children are recipients of special help. 
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AND MORE PERSONS CUSHIONED 


ENROLLMENT IN VOLUNTARY HOSPITAL - 


REPRESENTATIVE PERSONAL SAVINGS 
BILLIONS OF DOLLARS 


EXPENSE PLANS, DECEMBER 31, 1947 
$2.6 MILLION =100%o 


a 


5. in addit 


4. three out of ten persons are covered by 
group insurance and blue cross plans. it 
was less than one out of thirteen in 1941. 
money employers pay out for benefit of 
employees has grown steadily since 1935. 


6. americans saved $86 billion in life in- 


surance, government securities and in 
savings accounts in the nine years shown. 


on to wages, the amount of 
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Dividends and the Stockholder 


TOCKHOLDERS ’ participation in corporate prof- 

its is at the lowest level in at least two decades. 

The proportion of net earnings paid out in dividends 

has been declining at the same time that book entries 
of corporate profits have risen to record heights. 

Dividend payments during 1948 amounted to about 
36.5% of corporate net earnings. While percentages 
have been shrinking, the dollar amounts of dividends 
have been moving upward, but so far the increase has 
not kept pace with the expansion of corporate in- 
come. 

In 1929, slightly under 70% of net earnings was dis- 
tributed. During the depression years of the Thirties, 
dividend payments far exceeded corporate net income. 
About half was retained in the period 1939-1945. 
Since the end of the war, stockholders have been re- 
ceiving a smaller proportion as profits have been 
plowed back in the business.? Undistributed corpo- 
rate profits during 1948 surpassed $13 billion—and 
more than $11 billion was retained in 1947. (See 
Table 1.) These reinvested earnings are playing an 
important part in financing a record volume of new 
capital outlays. 


RECEIVE A SMALLER SHARE 


Today, stockholders are receiving a much smaller 
share of the national income than during the depres- 
sion. At no time during the Thirties did their share 
drop below 4.7%. In 1948, the percentage of national 
income going for dividends approximated the 3.4% 
of 1947 despite a record peak figure of $7.6 billion. 
In 1929, dividends comprised 6.7% of the national 
income. 

Employees of corporate enterprises have fared bet- 
ter than the owners in recent years. During the first 
nine months of 1948, wages and salaries, at an annual 
rate, were 187% greater than in 1939. The increase 
in dividend payments over this period amounted to 
only 95%. 

The low percentage of net income distributed as 
dividends is a continuation of past corporate prac- 
tice. “From time to time various writers,” writes one® 


1A great deal of information concerning the nature and measure- 
ment of profits can be found in the recent hearings conducted by the 
Joint Committee on the Economic Report. Much of the testimon 
held that profits, as reported, are not real in the sense of being Rvail- 
able for dividends but tied up in inventories and in the replacement 
of high cost assets. In this connection, the unattractiveness of the 
equity market as a source of corporate funds was emphasized. 


*For a graphic presentation of dividend payments, see The Business 
Record, October, 1948, pp. 414-415. 

30. J. Curry, “Utilization of Corporate Profits in Prosperity and 
Depression,” Michigan Business Studies, vol. 9, No. 4, p. 14. 


of them, “have suggested that earnings should be 
distributed in large measure in the year earned re- 
gardless of the surplus situation, and that when funds 
are needed in the enterprise new capital should be 
secured through the issue of rights or through the 
regular capital markets.” But American corporations 
have followed a policy of reinvesting large amounts 
of net earnings in prosperous years and “there is con- 
siderable evidence that reinvestment of earnings may 
be made at the stockholder’s expense.” 

Many considerations govern the distribution of the 
net profits of a corporation. However, the owners of 
the enterprise have every right to expect that the 
directors are acting in the stockholders’ interests. As 
another writer points out,! the determination of just 
how much of the net earnings shall be distributed as 
dividends, is, in the end, purely one of individual 
business expediency. But others caution that there are 
general economic considerations which should be 
taken into account. 

These considerations evolve about the marginal 
principle of capital investment. The application of 
this principle means that no earnings should be rein- 
vested in the enterprise unless the return on this 
increment of capital is at least equal to the return 
which can be secured by alternative investments of 
similar risk. The closest approximations to these 
rates of return are the market rates of interest. The 
directors “must infer these returns from the rates of 
interest ruling in the market on free capital applied 
in opportunities of approximately equal risk.”? 


ACTING IN STOCKHOLDERS’ INTEREST 


In the simplest application of this marginal princi- 
ple, the directors would determine the returns upon 
different proportions of net income retained. If the 
directors were acting in the stockholders’ interest, 
they would retain only that amount upon which the 
return is estimated to be greater than, or equal to, the 
yields to be secured from other investments (by com- 
parison with the prevailing rate of interest); and dis- 
tribute the remainder to the stockholders. This prin- 
ciple would also apply to the retention of earnings to 
prevent future shrinkage of income.’ But the diffi- 
culty of predicting the returns from a given capital 
investment does not relieve the directors from the 


1Arthur S. Dewing, “The Financial Policy of Corporations,” 
fourth edition, vol. II, p. 774. 

*Norman S. Buchanan, ““The Economics of Corporate Enterprise,” 
1940, p. 235. 

‘For the assumptions and qualifications involved in the above 
example, see ibid, pp. 235-241. 
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“necessity of attempting to find out. The directors 
must have some reason for investing more rather than 
less, unless one is willing to argue that the determina- 
tion of dividend payments should be handled without 
regard to the economic considerations involved. If 
the directors are to exercise reason in arriving at a 
decision, then the appropriate logic runs in terms of 
increments of returns from increments of investment, 
a marginal analysis.”? 

Various estimates of dividends distributed during 
the Twenties reflect the tendency of corporations to 
reinvest. In 1929, about 69% of corporate net income 
found its way to the stockholders. The average for 
the period 1930-1938 amounted to 270.8%. Approxi- 
mately half of the net profits for 1939-1945 were re- 
invested. Since the war, dividend payments have 
amounted to somewhat more than one third of net 
income. (See Table 2.) 


Table 1: Corporate Profits After Taxes, Dividend 
Payments and Undistribuv'ied Profits, 1929-1948 
Source: Departm’nt of Commerce 
Billions of Dollars- 


yon aaa Tearpetiatll ja Petia to 
US) LEA ae Se en ee 8.4 5.8 2.6 
a oie erctsin es m epee)s s/t 2.5 5. -3.0 
UE et eigen ae -1,3 4.1 5.4 
UTS 650 2 oeceeetiaeeaocicic -3.4 2.6 6.0 
UNE, 56.0 RIE NOR aeD = «4 2.1 2.4 
LUM: ot oeGnopiaapeinemnossc 1.0 2.6 -1.6 
LCST odio Ci ee re 2.3 2.9 = 10 
LOSES 266.0: 7 eRe eee RS 4.3 4.6 Sy 
ESE tcs rire a) «ravers 4.7 4.7 a 
VOUS, 306 ori ae aie 2.3 3.2 ee 
LY. GHG REE Oa 5.0 3.8 1.2 
LALA eg ige cat eciotere 6.4 4.0 2.4 
OAM tetas. tices see ee 9.4 4.5 4.9 
Geri aie aieicinie <b otek 9.4 4.3 5.1 
EPR Te taiake' 6 5 ix sim8)s) chai? 10.4 4.5 5.9 
LRT a Oe eee cee 10.8 4.7 6.1 
MRR csciincs sissies Wier nian 8.7 4.7 4.0 
Ee aries, aslis araheyie« ara }e%> 12.8 5.6 7.2 
PANE aatse/s: aya tla éva 5 tars fobs 3s 1So0 6.9 11.2 
RRR i esaSey slo sisyes nia miete lam 20.8 7.6 13.2 


A Estimates based on incomplete data; fourth quarter by Council of Economic 
visers. 
aMinus 8 million dollars. 


It has been continually pointed out that the direc- 
tors in apportioning corporate profits should bear in 
mind that this income belongs to the stockholders. 
While corporate officials may believe that they are 
in a better position to invest this money than are 
the stockholders, according to Dewing? there is no 
evidence to support the assumption. 

Among the reasons presented in support of the 
policy of reinvesting earnings is the desire to accu- 
mulate a surplus to meet undetermined future con- 
tingencies and to maintain a stable dividend rate. 
The urge for expansion is ever present, although there 

1bid., pp. 238-239. 

2Dewing, op. cit., p. 788. 


Table 2: Corporate Dividends, Income After 
Taxes, and National Income, 1929-1948 


Source: Department of Commerce 


Dividend Payments as Per Cent of 


Year 
National Net Income 
Income After Taxes 

LORS Mae crtths attains te sites comeenc 6.7 69.2 
LOSOS., Aerts ahora tty Re Wisahexedt Gevela's steps 7.3 224.0 
LOST ic Setera tata Meters al belek wires) e's 7.0 a 

LOSS ere sicetays oie lee SPAIN sarees «eve, We ohana 6.2 a 

LOSS rather foe Sess ciantthd aameee sl 5.2 a 

UT Reick: Qa ceo Como On Stones Dee 265.7 
LOSSY Re seseus era c cckorere se te Sis rahe clks 5.1 Piet 
LOSGR 4.2. ctare crete Mires ot talete okgeinre 3 hares 7.0 106.6 
MOST Sabke acticde Sitare crores «faa s so cereale 9 6.4 100.2 
MOSS sree oitelotis cei an ovals a Mesias fess 4.7 139.6 
LOSOM PY css etme Ake asco lans 5.2 75.8 
POAO See eins Mates Miele «As. dk eoes 5.0 62.8 
5 ER, ocr ti, Oe, SRR 4.3 47.6 
Be eee, hon tah HS en Pa ee i, Sa Fo | 45.6 
LOSS SRE Foe siete tes soles Wha an Se Sete CAL 43.2 
OAS pentose is. SMS NS dine: 2.6 43 .3 
UOAS terrai merch telat ier easier. Sook: 2.6 54.0 
1946 orc eee ee cues abe 3.1 43.7 
DU fre. SGN ORE OG OS ae aS NS roe eee 3.4 38.1 
Te a al ee Se ee ee 3.4 36.5 


aLosses were reported in 1931, 1982 and 1938. 


1Estimates based on incomplete data; fourth quarter by Council of Economic 
visers. 


may be no economic justification. One critic states 
that “logically there is no reason to suppose that the 
‘opportunity’ which justified the inception of the cor- 
poration warrants its perpetual maintenance in the 
face of changed conditions. Nor should the attempt 
to maintain an indefinite existence by further invest- 
ment be made unless the returns equal the opportu- 
nity cost. Yet observation and reflection suggest that 
once a business has been organized, frequently almost 
every conceivable means will be employed to ‘keep 
it going’ practically regardless of the irrationality and 
costs involved.”! 

There is little merit in any of the reasons given for 
retaining earnings, according to Curry. He further 
points out that the payment of dividends at a later 
date is not assured by the retention of earnings in 
prosperous years. However, he states that “it does 
not follow that reinvestment of earnings is to be 
deplored or that it is a vicious practice and robs the 
common stockholder of his income. Earnings retained 
may result in much greater distribution of income to 
the stockholder during the profitable periods and 
market appreciation may be very attractive as a con- 
sequence. However, depression periods always come 
and it is wholly fallacious in theory as well as in prac- 
tice to say that dividends withheld in the good years 
can or will be distributed in the bad years, and many 
of the statistical studies purporting to show the stu- 
pendous amount of depression dividends which came 
from earnings retained through the Twenties are mis- 
leading to say the least.””? 

1Buchanan, op. cit., pp. 254-255. 

2Curry, op. cit., pp. 22-23. 
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Sizable amounts of net income were retained by 
American corporations during the Twenties. From 
the end of 1921 through 1929, undistributed earnings 
totaled $16 billion, according to Fabricant, out of a 
total net income of $49.5 billion1 The percentage of 
net income distributed annually ranged from 57.9% 
to 83.4%. (See Table 3.) 

There have been various studies measuring retained 
earnings over this period. Utilizing a sample of some 
700 small and medium-sized corporations for the three 
years 1927-1929, Paton reaches a figure of 57% of 
net income paid out for common dividends.? Another 
survey concludes that the average for the period 1920- 
1929 was approximately 50%. Here the author points 
out that corporations were receiving the use of capital 
furnished by stockholders at a relatively low rate.® 
One writer states that corporations met more than 
half of their needs for new funds out of reinvested 
profits during the period 1922-1930, these reinvested 
earnings amounting to 40%-54% of net profits.* 


Table 3: Corporate Net Income, Dividends, and 
Undistributed Profits, 1922-1929 


Source: Solomon Fabricant, “Recent Corporate Profits in the 
United States” 


Millions of Dollars 


Corporate 
Wane Net Income Net Cash Per Cent cova 
After Taxes Dividends of Net Income | (Undistributed 
Net Income) 
19GB... 5 4,300 2,640 61.4 1,660 
1928 wae 5,720 3,310 57.9 2,410 
1994.05... 4,870 3,430 70.4 1,440 
WOZEE a 6,830 4,020 58.9 2,810 
LOQ6IS tt 6,630 4,450 67.1 2,180 
LOST oF nd 5,730 4,780 83.4 950 
TOS Fe thies 7,500 5,170 68.9 2,330 
TO20i2%.; 2: 7,950 5,780 92.7 2,170 


Thus it is apparent that large amounts of net profits 
were not paid out to the stockholders during the 
Twenties. Curry has attempted to determine the re- 
sults of this policy by analyzing the stockholders’ 
reports of seventy-two well-known corporations, and 
observes the following: 

“1. Many of our industrial corporations financed 
large expansion programs during the Twenties by 
reinvesting profits and paying scanty dividends. 

“2. Depression dividends were paid by companies 
that continued to operate profitably, and only limited 
amounts were paid in excess of earnings. Very mod- 


1Solomon Fabricant, “Recent Corporate Profits in the United 
States,” National Bureau of Economic Research, Bulletin 50. 

2W. A. Paton, “Corporate Profits as Shown by Audit Reports,” 
National Bureau of Economie Research, p. 80. 

*S. H. Nerlove, “A Decade of Corporate Incomes, 1920-1929,” 
nba eee of Chicago. Studies in Business Administration, vol. II, 

0. 4. 


‘J. Ellwood Amos, ““The Economics of Corporate Saving,” Univer- 
sity of Illinois, Studies in the Social Sciences, vol. XXII, No. 2, 
pp. 51-52. 


erate dividends were paid by companies reporting 
losses, with a few outstanding exceptions. 

“3, Nineteen of the companies (26.4% of the sam- 
ple) increased common dividend payments during the 
poorest years, but these corporations continued profit- 
able operations throughout the depression period. 
Charges to surplus were the exception. In aggregate 
amount, a very small proportion of their dividends 
came from surplus. 

“4, The corporations that found it necessary to 
charge dividends to surplus made drastic reductions 
in the dividend rates and although the aggregate 
amount of dividends paid from surplus is large in a 
number of cases, these payments are small when 
compared with earnings withheld during the Twen- 
ties. 

“5. There is no apparent relation between earnings 
reinvested during the Twenties and dividends paid 
during the early Thirties. 

“6. Almost one half of the companies lost a much 
greater portion of the earnings withheld from 1922- 
1930 than they paid to stockholders in cash dividends 
during the depression years. 

“7, Corporate surplus resulting from reinvested 
profits is not a cash fund but is reflected in a cross 
section of all the assets, and property acquired from 
retained earnings cannot be distinguished from assets 
acquired through the sale of stocks or bonds or by 
other methods of financing. 

“8. In general, industrial corporations retained 
about 40% of the 1922-1930 net income which they 
invested chiefly in inventories, receivables, and plant 
facilities, with moderate increases in cash and market- 
able securities. The data demonstrate that these same 
assets were liquidated during the poorest years. This 
forced liquidation probably accounts for most of the 
reported losses as well as provided funds to meet 
operating deficiencies.” 

Perhaps current corporate dividend policies should 
be reexamined in light of past experiences. 


Brrnarp Moss 
Division of Business Economics 
1Curry, op. cit., pp. 93-94. 
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Dictionary of Modern Economics—Brief description of 
terms and concepts commonly appearing in the business, 
financial and economic fields. By Byrne J. Horton, Julien 
Ripley, M. B. S. Schnapper. Public Affairs Press, Wash- 
ington, D. C., 1948. Price $5.00. 


Managerial Control of Business—A review of managerial 
control problems and techniques, prepared by the staff of 
the Trundle Engineering Company. Edited by George T. 
Trundle, Jr., and S. A. Peck. John Wiley & Sons, Inc., 
New York, 1948. 
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The Federal Cash Budget 


HE FEDERAL GOVERNMENT will have the 
opportunity of exerting a deflationary pressure 
upon the economy through using the cash Budget 
surpluses which are promised in the Budget estimates 
for the fiscal years 1949 and 1950. Despite increasing 
expenditures and estimated budgetary deficits, the 
Treasury will receive more money from the public 
than it will pay out through the fiscal year 1950. 
Table 1 shows the cash transactions of the Federal 
Government for the fiscal years 1948-1950. This state- 
ment is of greater value in judging the immediate 
effects of federal finance on other sectors of the econ- 
omy than are the usual budget totals for it represents 
the flow of money between the government and the 


Table 1: Treasury Cash Income and Outgo, 


Fiscal Years 1948-1950 
Source: Bureau of the Budget - Billions of Dollars 


Cash Income! 

Direct taxes on individuals................ 
Direct taxes on corporations 
Excise taxes and customs................. 
Employment taxes.................... Ss 
Receipts from surplus property............ 
Deposits by states, unemployment insurance 
Veterans’ life insurance premiums.......... 
District of Columbia revenues............. 
Other Budget, and trust-account wage atg 

Refunds of Budget receipts. . rie 
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Social welfare, health, and security......... 
Housing and community facilities.......... 
Education and general research............ 
Agriculture and agricultural resources... .. . 
Natural resources not primarily agricultural. 
Transportation and communication........ 
Finance, commerce, and industry.......... 
EA UOL Eee . hoe Se ee oak an eas ctarainee « 
General government............-.0..20005 
Interest on the public debt................ 
Withdrawals and return of trust deposits... . 
Special deposit accounts (net)?............. 
Reserve for contingencies................. 
Deduction from federal employees’ salaries 
foriretirement funds s-. 9.03. 8ee se eee -.2 
Clearing account for outstanding checks and 
telegraphic reports...................00- +.5| -.4 
Adjustment to daily Treasury statement basis| —.2 


Total payments to the public............ 36.5 | 40.1 | 45.7 
Excess of income over outgo...........-. 8.85) 2.8" ES 


1Excludes small amount of Treasury cash receipts which do not come from the 
public such as seigniorage on silver. 

2Excludes fy mye ore eam of mixed-ownership government corporations. 
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public! The public is defined by the Bureau of the 
Budget as including individuals; banks (including the 
Federal Reserve and postal savings systems); busi- 
nesses; private corporations; state, local, and foreign 
governments; and international organizations. Cash 
income and outgo differs from the Budget in that it 
excludes intragovernmental and noncash transactions 
and includes transactions of trust accounts. 


Excess of Treasury Cash Income or 
Outgo, Fiscal Years 1929-1950 
Source: Bureau of the Budget Billions of Dollars 


Table 2: 


Excess of 
Income (+) 
or Outgo (—) 


Fiscal Year 
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Note: Excludes Treasury cash receipts which do not come from the public con- 
sisting of pelemnorage on silver and the increment resulting from reduction in weight 
of the gold 

eEstimated. 


The Budget released by the President early in 
January estimates budgetary deficits of $600 million 
and $873 million, respectively, for the fiscal years 1949 
and 1950. However, cash income of the Treasury is 
estimated to exceed cash outgo by $2.8 billion during 
the current fiscal year and $1.5 billion during the 
1950 fiscal year.? This cash surplus is due to the 
inclusion of trust accounts. Employment taxes for 
trust funds and premiums on veterans’ life insurance 
policies are not included in budget receipts but are 
shown in cash receipts. While payments from trust 
funds are also included in cash accounts, accumula- 
tion in these accounts has greatly exceeded outlays. 


1This viewpoint is subscribed to by Beardsley Ruml. New York 
Times, January 14, 1949, p. 35. 

*Budget and cash totals include proposed legislation, but exclude 
increased corporate taxes recommended by the President. 
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Examples of intragovernmental transactions which 
are included in the budget accounts but excluded 
from the cash accounts are the payment of interest 
to the Treasury by wholly owned government cor- 
porations and payments by the Treasury to federal 
employees’ retirement funds and to veterans’ life- 
insurance funds. 

Accrued interest on savings bonds and other non- 
cash items of a public-debt nature are included in the 
Budget, but do not enter cash transactions. 

Budgetary receipts for the fiscal year 1949 are esti- 
mated at $39.6 billion and expenditures at $40.2 bil- 
lion. Cash receipts, on the other hand, are estimated 
at $42.9 billion and cash payments at $40.1 billion. 
For the fiscal year 1950, the estimates for budgetary 
receipts and expenditures are $41.0 billion and $41.9 
billion, respectively, as compared with $47.2 billion 
and $45.7 billion in the cash accounts. A breakdown 


of cash receipts and payments is shown in Table 1. 

The cash surpluses estimated for the fiscal years 
1949 and 1950 show a sharp drop from the $8.8 billion 
peak recorded in the fiscal year 1948. This decline 
during the current fiscal year amounts to $6.0 billion. 

In only six years during the 22-year period 1929- 
1950 did the Treasury receive more than it paid out. 
Four of these years date from the end of the war, 
including the 1949 and 1950 fiscal years. The remain- 
ing two years came at the beginning of the period. 
Thus, from the end of the fiscal year 1930 through 
the fiscal year 1946, a span of sixteen years, the Treas- 
ury showed an excess of cash outgo. The peak was 
reached in the fiscal year 1943 when cash payments 
exceeded receipts by almost $54 billion. (See Table 2.) 


Brernarp Moss 
Division of Business Economics 


Cosmetics: A Case Study in Readjustment’ 


URING the war and for a year after, sales of 

cosmetics, perfumes, and toilet preparations 
kept spinning upward. After Christmas of 1946 the 
boom era generated during the war was beginning to 
slacken. Although it is customary for large quantities 
of gift merchandise to be returned to manufacturers 
after the holiday season, the magnitude of retailers’ 
returns of cosmetics and perfumes during the early 
months of 1947 was far greater than usual. This 
marked the beginning of a buyers’ market in the 
industry. 

Intensified competition, slowing down of demand, 
and narrower profit margins have characterized the 
cosmetics industry for the past two years. 

Aggregate sales of cosmetics, perfumes, and toilet 
preparations bear a close relationship to consumers’ 
incomes. While the high-priced luxury lines are very 
volatile, with drastic slumps during depressions and 
sharp upward spurts during prosperity, the basic 
items (face powder, lipstick, creams, colognes, and 
toilet waters) are essentially stable. 

An unbroken upward spiral of sales began in 1936 
and continued through 1946, when an all-time high 
of $853 million was reached. Marked increases oc- 
curred in the war period, with a slowing down of the 
rate of increase in 1946. (See Table 1.) 

During the war with greatly expanded incomes and 
shortages of numerous consumers’ goods, the demand 
for this merchandise was tremendously stimulated. The 
selling problem was virtually nonexistent—the market 

1See last month’s issue for article on the glass container industry. 


for cosmetics seemed limitless. Even very high-priced 
perfumes, in the $25 to $50 an ounce class, were 
whisked off the counters almost as soon as they ap- 
peared. In light of shortages of man power, alcohol, 
castor oil, glycerin, perfume oils, and packaging ma- 
terials, the major problem facing the industry in the 
war period was keeping production up to demand 
levels. 

Owing to these limitations, the big companies were 
unable, in many instances, to fill the huge volume of 
orders pouring in. Since not much capital is required 
to set up a cosmetics business, numerous small new- 
comers entered the field to capture the overflow of 
demand from the large corporations. Exorbitant prices 
for luxury items were no impediment to sales during 


Table 1: Estimated Retail Sales of Cosmetics and 
Toilet Preparations 
Source: Beauty Fashion 
Millions of Dollars 


“8 beef ee 
‘erlumes, Manicure or - 

Year | Creams | Colognes: | powder | Lipstick | Prepare |mepcs tnd 
Waters Prepara- 
tions! 

1OS95te- 41.7 33.8 33.5 12.5 10.7 356.7 
1940..... 43.0 36.4 34.0 13.2 12.9 375.6 
194). a... 49.4 39.2 38.3 15.3 13.2 431.2 
LO4S Teac 57.7 48.7 45.9 18.1 13.9 517.9 
1943..... 68.2 65.0 56.4 21.4 16.4 621.9 
1944..... 80.5 76.8 63.9 24.8 19.0 107.4 
1945..... 90.0 86.0 72.0 28.0 22.0 805.3 
1946..... 90.8 86.8 72.4 28.1 22.3 853.0 
1947..... 90.0 86.0 71.6 27.8 22.0 813.0 


1Does not include sales of toilet soaps. 
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the high-spending war years. Therefore many of 
these new small concerns resorted to black-market 
purchases of materials. 

Once the war was over, shortages were somewhat 
eased and the industry immediately began to push up 
production. Unlike durable consumers’ goods and 
even some soft goods lines, it was only a few months 
after V-J day until the backlog of demand for cos- 
metics was filled. 

To a large extent, demand was withdrawn from 
the unknown brands, many of which were inferior and 
overpriced, and consumers reverted to their prewar 
habits of buying the brand items which had been hard 
to get in sufficient quantities during the war. 


Table 2: Failures! in Perfume and Cosmetic 
Manufacturing 
Source: Dun & Bradstreet 


a ~ Number | (g Hippies 
oS Ee eee 12 220 
LSU: Ge 0 SBIR e et Aleta 22 818 
(2 CORA fee Sonnet an Oe 16 226 
eee ho R cs. 5 Seva ajatsiertaakoeacts 11 222 
PADRE ce es 3 Ss cee fon eee -19 293 
Pe Se Seeds) Ohlche shane deat oderere 26 369 
Dat = tices oa ey coe EA be 26 208 
Rec. a cs Be. 19 288 
SAMMONS ST ce spe ecw Ores nerd = ke 9 56 
List... S Ee ie ees ae Q 18 
SERCO asta Sing OES eR. eaten 4: HEE Sete, hy 2 108 
EES an i le a ea a a i. 5. Mee Snare 
Seen Ser CE. li 4 463 
ME eit cre. wats a8. abcd. ace 15 8,287 
GEES OF. oh Sok ee ich Sued wa sett. 8 273 


Includes all concerns involved in court proceedings or voluntary action likely to 
and in loss to creditors. Does not include discontinuances with outside obligations 
paid in full. 

2January—November. 


With the disappearance of the sellers’ market, com- 
petition has grown considerably keener. Most of the 
little companies which sprang up during the war have 
either fallen into bankruptcy or have been absorbed 
by larger companies. Some of them, however, have 
acquired a substantial following and have gained a 
stronghold in the business, creating still sharper 
competition. 

While the total dollar volume of sales has fallen off 
since 1946, all of the normal “grooming” items (face 
powder, lipstick, creams, manicure preparations, and 
toilet water) have virtually maintained their peak 
levels. However, there has been a marked drop in 
demand for perfumes in bottled units costing over $5. 
Sales of very high-priced perfumes have been negli- 
gible in the past two years. As more consumers’ goods 
have become available and with increased prices in 
various segments of the economy cutting still further 
into the buyer’s dollar, a definite shift to more mod- 
erately priced lines has become evident. 

Although 1948 sales figures will not be available 
until March, some members of the industry estimate 
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Table 3: Cost Structure of Perfume and Cosmetic 
Manufacturing Corporations’, 1939 
Source: Federal Trade Commission 


% of Total 
usands 
Bema ay Dollars or, Coma De 7 
Topaliigales ees 5s, ee, PSs ee ce hoe stare otavalanens 22,541 100.0 
Cost of goods sold (exclusive of items set forth 
below as “‘expenses’’): 
Materials cost—direct..............00000- 6,297 27.94 
Production wages and salaries............. 1,168 5.18 
Other costs and expenses not listed below 
MNGEF VEXPENSESIAy.. 2s ven tec. he ece 1,268 5.62 
Depreciation and obsolescence—production 
RACLILICS tae a Ade Ree ahaa er real 212 0.94 
Finished goods purchased for resale........ 642 2.85 
ATEN Bi te ci stl ae ae ata te Oe EI 9,588 42.53 
Gross margin on sales..............2.++- 12,953 57.47 
Other operating revenue or loss............ Lb 19] 10.09 
pL OUAL TOSS WUALPID tants de feos + = cs oe 12,935 57.38 
Expenses: 
Sellinprexpentses.(issangoc esc an iaeces aceon 2,256 10.01 
AGVertisinig is pecker scntirs ais selchoy Mens ore 20.65 
Administrative and general office.......... 7.69 
All taxes (except income taxes and Social 
Security payments), aoa. Weed. cone one 6.38 
All Social Security and pension fund payments 1.04 
Research and development expense.........|----+ | + +++: 
Mopaliexpenses:ays.c. cs heato sb, «1 haces 45.77 
Provision for uncollectible accounts. ......... 0.14 


Total expenses and uncollectible accounts.| 10,349 45.91 
Net profit from manufacturing and trading... . 2,586 11.47 
Figures are aggregates for eight of the leading corporations in the industry. 


that they will total about 5% less than 1947. The 
sales volume of companies that specialize in expensive 
perfumes probably suffered more in 1948 than those 
companies devoted to production of more basic items. 

One of the few price increases in the entire history 
of the industry occurred in 1946 when some cosmetics 
prices were raised to compensate for mounting costs. 
However, probably more than 60% of the individual 
items sold! today bear 1939-level price tags despite 
an increase of about 50% in production and distribu- 
tion expenses. 

While greater costs of both production and distri- 
bution during the last two years have squeezed prof- 
its, the industry is generally opposed to further price 
increases on the ground that demand is not intense 
enough to meet price rises. 


INVENTORIES IMPROVED 


Cosmetics inventories, which were quite high in 
early 1947, are today generally sound. Most com- 
panies focused their energies in clearing out excess 
stocks during 1947, entering 1948 in good condition. 
However, some firms were overstocked even in 1948 
and have only begun to reduce their inventories in 
recent months. 

The tax on the retail price of cosmetics which was 
raised from 10% to 20% on April 1, 1944, constitutes 
a depressant to sales. Consequently, the industry is 

1About 50% of dollar sales. 
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TABLE 4: 


Denti- | Talcum a 


Year and 


Rouges 


EXPORTS OF COSMETICS AND TOILET PREPARATIONS! 
Source: Department of Commerce 
Thousands of Dollars 


A jila- : Perfume | Other 
Lip | Goer line Pe toi and Becpare: qind, | Toilet | Total 
frices | Powder | Powder | Lotions stic metics | arations | Deoeor | tions Wesel cians 
TOSS Re aie ian aoe cre dine ve siis.ca 3,354 846 685 | 1,236 812 a a a a 880 | 1,861 | 9,174 
MOSS 2 5s haerdc ona cre teehee eae an 1,109 447 171 491 126 75 180 74 348 120 97 | 3,812 
TOSO Fons) oe Ree ee ee 1,707 500 303 675 545 141 299 87 488 175 271 | 5,345 
LOST ey och taw Ae ole v.caiees 1,830 600 366 786 585 174 324 72 592 179 301 | 5,998 
NOS Ss es Ae ie ale epistles ars 2,022 620 358 719 558 168 370 81 587 166 349 | 6,166 
LOSD Fo gerne, ee eee 2,100 710 405 712 655 181 470 115 665 158 461 | 6,822 
OAC iis Bre eet henna 1,743 503 443 566 686 166 303 67 515 164 443 | 5,787 
LY 1 SE ee ere 2,885 499 731 592 977 185 817 89 752 765 568 | 8,054 
GB sien felata bicsice hy esuice a ane 1,312 205 473 419 748 151 152 65 415 723 277 | 5,134 
WOAS Es ore Bees A evebacen te ok 2,398 224 532 521 646 124 112 90 581 | 1,089 105 | 6,592 
WAAR ee th eee 4,798 491 838 | 1,249 1,065 192 S37. 207 | 2,220 | 1,509 206 | 13,261 
LOA es o.5. Stcgteiietehon! ca ous Sotetine setae a 2,506 792 | 1,485 | 1,410 2,114 428 558 159 | 2,918 | 1,997 810 | 14,718 
WQ4BS. aiiin Beas ots ice 5,214 | 1,712 | 1,806 | 2,340 1,946 845 | 1,003 230 | 3,923 | 3,869 | 1,625 | 24,450 
LOATs Sasictrs Seneies wee pele 6,055 | 3,015 | 1,237 | 1,929 1,564 729 867 211 | 3,835 | 2,103 | 2,623 | 24,499 
January—August, 1948.........] 2,250 774 806 946 672 227 252 124 | 1,776 706 | 1,004 | 9,657 


Including lend-lease exports. 


embarking on a campaign to repeal the 20% tax. 
Although it has not cut into the volume of purchases 
of basic items, the tax has proved to be an obstacle 
in disposing of high-priced gift lines. Trade sources 
report that resistance to the tax was more pronounced 
during the past Christmas than it was in 1947. Gift 
items which are not subject to a tax, such as nylon 
stockings, lingerie, gloves and various durable goods, 
were in abundant supply and diverted consumers’ 
dollars from luxury-line cosmetics. 


As the market for expensive lines has diminished, 
there has been greater concentration on expanding 
the essential lines of cosmetics and toilet preparations. 
The luxury or glamour articles are definitely receding 
into the background. Cosmetics and toilet goods for 


Economic Notes 


Women Workers Are Older 


“Today about half the women in the labor force are 
thirty-five years or older, which is a marked shift from the 
pattern of earlier years. It has always been more custom- 
ary for women aged twenty to twenty-four to work than 
for those in any other age group. However, the relative 
importance of this group among women workers has been 
declining, as has that of still younger women. In 1900, 
girls aged fourteen to nineteen constituted 24% of women 
workers, but forty years later they were less than 11%. 
An additional and more dramatic change is the discon- 
tinuance of child labor among girls in the age group ten 
to thirteen, who numbered 205,000 in 1900 but who in 
1940 were so few as not to warrant enumeration in the 
census tabulations. In the same period the number of 
women workers aged twenty-five to forty-four showed a net 
increase of over 4 million, and those of forty-five and over 


alncluded in “other toilet preparations.” 


men and teen-agers have been steadily gaining in 
popularity. 

Since maintaining sales figures has become a real 
challenge during the past two years, greater emphasis 
is being placed on promotion and advertising cam- 
paigns. The introduction of new products and the de- 
velopment of more interesting and more appealing 
packaging are also regarded as important factors in 
boosting sales figures. 

Still another angle being explored is the merchan- 
dising of cosmetics and toilet preparations in those 
stores where women do their daily marketing, such 
as grocery stores and supermarkets. 


Suirtey S. HorrmMan 
Division of Business Economics 


topped their 1900 number by 2 million. The most marked 
relative change took place among women thirty-five and 
over. Many young women entered the wartime labor mar- 
ket, but it was those thirty-five and over who accounted 
for the largest proportion of the war increase. After the 
war most of the decline in the female labor force took 
place among young women, resulting in a continued rise 
in importance of the older workers.”—Frieda S. Miller, 
Director, Women’s Bureau, “Who Works, Where and 
Why,” Women’s Bureau Conference, February 17, 1948. 


Measuring New York Business Conditions 


A new index, just published by the New York State De- 
partment of Commerce, reveals that general business ac- 
tivity in New York State in 1948 is still below the wartime 
peak. Of all the components, factory output is the furthest 
below wartime levels. Retail activity and activities con- 
nected with transportation, communication and public 
utilities registered the largest increases. 


January, 1949 


BUSINESS RECORD 27 


Business Forecasts’ 


Mill & Factory, general industrial publication (Decem- 
ber)—According to a survey among 1,000 company execu- 
tives of all types and sizes of manufacturing firms, 57% of 
those answering do not believe there will be a recession or 
depression in 1949 while 35% believe that prices of manu- 
factured goods in 1949 will be slightly less than in 1948. 


Howard T. Lewis, professor, Harvard University (Dec. 
1)—“All is not as well with business as some are prone to 
think. . . . Any feverish activity in the business world-in 
1949 or 1950 that is based primarily on the expenditure of 
public funds, irrespective of how well those monies are spent, 
is going to be basically unsound and conducive to a most 
unhealthy condition in our economy.” 


Jack I. Straus, president, R. H. Macy & Co. (Jan. 2)— 
“There is no reason to be alarmed about the outlook for 
1949. An enormous unsatisfied demand still exists for vast 
quantities of merchandise of approved quality and at 
acceptable prices. The intensified competition that looms 
will require vigorous and intelligent selling effort.” 


Raymond C. Cosgrove, executive vice president, AVCO 
Manufacturing Corporation (Dec. 31)—In looking ahead 
into 1949, it would appear that although certain consumer 
goods lines are returning to competitive conditions, the 
general level of business should be almost equal to that of 
1948.” 


Donald B. Woodward, 2nd vice president, Mutual Life 
Insurance Company of New York (Dec. 29)—‘“The odds are 
that 1949 will see at least the beginning of some cyclical 
downturn in business but the odds also are that . . . most 
of the American population will know of it only from 
their newspapers, not from personal experience.” 


Julius Hirsch, economist, (December)—On the assumption 
“(a) that the price level as a whole will not change much 
during the next weeks (b) that in 1949 the military ex- 
penses and foreign aid togther will not increase to more 
than $23 billion and (c) that the fourth round of wage in- 
creases will not claim more in additional dollars than last 
year and (d) that national productivity will increase at 
its normal rate of 2% per annum, . . then we would 
neither be headed toward inflation nor toward a sharp re- 
cession but toward a restabilization economy.” 


Leon H. Keyserling, vice chairman, President’s Council 
of Economic Advisers (Dec. 5)—A nation that is producing 
$250 billion worth of goods and services and employing 61 
million persons “can carry a $15 billion military program 
and still move forward with health, education, and other 
programs.” 

John Snyder, Secretary of the Treasury (Dec. 14)—“I 
see no reason to believe that the present business appre- 
hensions rest on any more substantial basis than the earlier 
ones.” 


ISee also “The Business Outlook, 1949,” Studies in Business 
Economics, Number Nineteen. 


Harry A. Bullis, chairman, General Mills Inc. (Dec. 13) 
—“While it is evident that the boom is leveling off and 
that the pattern is changing . . . as yet no material re- 
cession is in sight.” 


Industrial 


L. D. Mandell, president, Convector Manufacturers As- 
sociation (Jan. 2)—“The outlook for nonferrous convector 
radiators in 1949 is encouraging, depending entirely upon 
the industry’s ability to get sufficient steel to meet pro- 
duction demands. Consumer demand is strong.” 


Wilkam R. Boyd, Jr., president, American Petroleum 
Institute (January 1)—“There will be plenty of gas and 
oil for all during the next twelve months providing, of 
course, that the picture is not changed by any national 
emergency . . . the industry is confident that the pressure 
of demand in 1949, which is expected to be 6% above 
1948, can be met easily.” 


Engineering News-Record (Dec. 30)—“Total volume of 
new construction (put under contract or started by force- 
account) estimated at $18 billion for 1949 is 4% above 
the $17.4 billion estimate for 1948. Engineering construc- 
tion should reach $7.9 billion in 1949, an 11.5% increase 
over 1948. . . The consensus on construction costs is 
that another round of wage increases will push costs up as 
much as 5% next year.” 


G. C. Denebrink, vice president, sales, Bigelow-Sanford 
Carpet Co. (Jan. 2)—“The outlook is good for the carpet 
business. 1949 can be as good a year as 1948 for carpet 
sales. But I mean sales—sales resulting from hard-hitting 
selling determination.” 


Lawrence H, Whiting, president, American Furniture 
Mart (Jan. 2)—“Floor covering merchants are divided in 
their opinion on what the coming year will bring in the 
matter of total business volume. Approximately three out 
of seven expect to do better in 1949 than they did in 1948; 
a similar number expect less dollar volume and about one 
out of seven expects to remain even.” 


R. V. Davies, vice president and general sales manager, 
Aluminum Company of America (Dec. 13)—“Tf the present 
heavy demand for aluminum continues, the current proba- 
bility is that there can be no appreciable improvement in 
the supply situation before mid-1949.” 


Roy A. Hunt, president, Aluminum Company of America 
(Dec. 30)—‘Tt is probable that demand will continue to 
exceed supply for the early part of 1949.” 


E. D. Peck, general paint manager, Pittsburgh Plate 
Glass Co. (Dec. 14)—‘Paint industry trade sales are up 
8.5% this year. There should be at least a similar gain next 
year.” 


James M. Ashley, president, Producers’ Council (Nov. 21) 
—“Aside from the supply of iron and steel, no serious 
shortages of materials are expected during 1949.” 


Frank R. Pierce, president, Dearborn Motors Corp. 
(Dec. 30)—“We believe the outlook for farm equipment 
production in 1949 is generally good.” 
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Julius Hirsch, economist (December)—“The textile in- 
dustry reports that profits have been shrinking throughout 
1948. There is little prospect that they can recover in 1949.” 


Frank E. Seidman, Seidman & Seidman (Janwary)—“As 
regards furniture’s 1949 outlook, the industry’s output will 
remain at high levels although somewhat lower than the 
1948 historical peak and increasing competition will reduce 
profit margins, but they will still be good in comparison 
with other peacetime periods. . . . The industry must now 
get ready to do some real selling.” 


Rost Naricu 
Division of Business Economics 


Consumers’ Prices 
Continue Drop 


IVING costs declined for the third successive 
month in November. THE CoNFERENCE Boarp’s 
index of consumers’ prices now stands at 163.0, a 
decline of 0.4%. Consumers’ prices leveled off in 1948, 
with the index up only 0.4% for the January-Novem- 
ber period. This is the first year since 1940 that there 
has not been a substantial rise. 

Food prices continued their downward pressure on 
the index, declining 1.2% in the month ending No- 
vember 15. As in the past few months lower prices 
for meat, dairy products, and butter were leading the 
price decline. Dr. Julius Hirsch, prominent food in- 
dustry economist, has predicted that the meat short- 


age will be a thing of the past by spring, and lower 
prices may be expected. 

Clothing prices were reduced slightly in the month 
ended in mid-November, declining 0.3%. Scattered 
reductions were indicated for men’s cotton clothing, 
and general price declines were reported for women’s 
fall coats and woolen sweaters. Although widespread 
clearances of men’s clothing were evident in the early 
part of November, industry spokesmen explained 
them as efforts to reduce inventory of low-quality 
items. Prices of quality merchandise are expected to 
remain high, with the possibility of markup if costs 
increase. 

Lower prices for cotton goods reduced housefur- 
nishing costs 0.1% for the month ending November 
15. An electrical equipment company executive re- 
cently reported that although higher-priced appli- 
ances were now plentiful, some shortage of lower- 
priced items was still evident. 

Prices of consumers’ sundries showed an increase of 
0.5% for the month ending November 15, with re- 
ports indicating higher prices for some drugs. Con- 
sumers’ fuel prices increased 0.1% over the month, 
and reports showed scattered higher prices for coal 
and oil throughout the northern part of the country. 

The purchasing value of the consumer dollar in- 
creased 0.2 cents over the month ending November 
15. The dollar is now valued at 61.3 cents, a decrease 
of 1.6 cents over November of last year. 


Laurence D. Dre Trupre 
SHIRLEY Fass 
Statistical Division 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Index Numbers, January, 1939=100 
Revised series: January, 1939 = 100; series previously was on 1923 = 100. 


Clothing 


House 
Date Food Housing! Furnish- | Sundries 
Total Men’s | Women’s 
1947 November.......... 212.9a| 109.1 153.2 163.6 144.5 .8 158.38 141.1 
December........... : 216.9 109.9 154.0 164.4 145.2 8 154.1 142.6 
Annual average’... : 203.2 | 105.9} 150.9 141.4 Me 


149.5 | 138.4 


1948 January. ces cccnse 162.4 218.96} 109.9 155.7 166.5 146.5 120.1 89.8 93.8 155.4 143.9 61.6 
February........... 160.6 213.2c} 109.9 156.5 168.1 146.7 120.3 89.8 93.9 156.0 1438.8 62.3 
March 2222 F 302 : 60ls 210.9 110.1 156.8 168.5 146.8 120.3 89.9 93.9 156.3 145.1 62.4 
April osskiccisurentoee 162.3 216.8 110.1 156.2 168.2 146.0 120.5 89.8 93.9 156.4 145.4 61.6 
May... caneus dees 163.2 219.6d} 130.1 156.1 168.4 145.8 121.5 89.8 93.9 156.2 145.4 61.3 
June. . 164.4 221.8 110.7 155.9 168.2 145.5 122.2 90.1 93.9 156.0 146.6 60.8 
VOY Sie cs cere ee 165.6 224.6 110.7 155.6 168.0 145.2 124.6 90.3 93.9 157.2 146.7 60.4 
August. cca 165.7 223.9e] 110.7 155.5 168.1 144.8 126.1 90.3 93.9 157.4 147.6 60.4 
September.......... 165.6 222.5 111.2 156.6 167.9 147.1 126.5 90.3 94.3 157.6 148.1 60.4 
October)... on sess 163.7 | r216.8f| 111.2 156.4 167.6 146.87} 126.6r 90.3 94.9r} 158.1 148.2 61.1 
November.......... 163.0 214.1 111.2 156.0 167.4 146.5 126.7 90.3 95.0 157.9 148.9 61.3 

Lit sin Changes 
Oct., 1948 to Nov., 1948.. ‘| -0.4 | -1.2 ee 0.1 0.2 +0.1 0 +0.1 0.1 +0.5 +0.3 
Nov., 1947 to Nov., 1948. +2.5 +0.6 ae 9 ae +2.3 +1.4 +6.5 +0.4 +1.3 +3.0 +5.5 2.5 
1Rents surveyed pl pagers Ba 15, Sept. 15, Dee. 15. Based on food for Feb. 16, 1948. 
or pee Le Ep ef sl Sa Popstars ab stra 
ave of two r * 
qtacsd un food ties ae onan isiy ae ee ee FBased on food Drices for Oct, 18; 1948; 


bBased on food prices for Jan. 14, 1948, 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1949,” pages 36, 37) 


1948 | 1947 Percentage Change 
Item Unit October, November, | 11 Months, 
November October September August November Nee Nee i Mente. 
1948 1948 1948 
Industrial Production 
BEDERE (PIECES) ((S)> ooce ceisieeiareiels sere 1935-39 =1C0 || p 194 195 192 191 192 0.5 +1.0 +2.8 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 200 202 199 197 199 -1.0 +0.5 +2.5 
Durable goods (FRB) (S).......|| 1935-89=100 |p 229 230 224 |r 293 224 0.4 +2.2 42.4 
LOCI cn tit: ares ale ht 000 net tons p 1,763 |r 7,987 7,416 7,438 7,242 2.8 +7.2 +4.2 
PAZ ATOMY tec ascieioreisieie incites 000 net tons 5,399 5,520 5,208 5,255 5,015 2.2 +7.7 42.2 
Copper (refined).............. net tons 102,779 101,436 102,976 102,798 97,525 +1.3 +5.4 +4.6 
Lead (refined)................|] net tons 47,029 46,787 |r 37,105 29,558 51,481 +0.5 -8.6 -7.8 
Zane. (slab) stares oes See kee net tons 71,195 70,716 64,721 68,180 69,682 +0.7 42.2 0.5 
Glass containers.............. 000 gross n.a. 9,107 8,712 8,934 9,646a! +4.56 -5.6c¢ -14.4d 
PAI ber tact cicke ok nist eee pia million bd. ft. n. a. 3,369 3,340 3,614 3,325a +0.9b +1 .3¢ +1.3d 
Machine tools!**,............ 1945-47=100 |p 75.5] 7 80.4 84.7 69.8 84.7 -6.1 -10.9 6.3 
Machinery (FRB)............ 1935-39=100 |p 275 |r = 77 273 |r a7 281 0.7 -2.1 40.4 
Transportation equip. (FRB). .|| 1935-39=100 ||p 231 |r 236 226 |r 229 234 -2.1 -1.3 41.2 
Automobiles, factory sales. ....|| units p 364,870 383,756 | r 301,170 348,782 305,148a —4.9b +19.6 +10.7 
Nondurable goods (FRB) (S)....|| 1985-89=100 || p 177 179 17}, (177 179 = ye = bal 42.8 
MUGtton* ores. cis criee ces oer. bales 685,166 695,887 739,139 728,732 759,866 -1.5 9.8 —4.2 
Wrooltiey sot deities. esti. bbe: million pounds n.d. 55.5 |r 58.2})r 62.3 62.8 4.65 -11.6c +0.9d 
RAV OD VAIN wis cre, sie oi ee « we aioe million pounds 1lAlr 71.8 69.9 71.9 62.2 0.6 +14.8 +14.4 
Food prod., mfd. (FRB) (S)...|| 1935-39=100 |p  159|r 161 163 }7 156 158 -1.2 +0.6 41.7 
Chemicals (FRB) (S)......... 1935-39=100 || p 256 | r 255 256 259 251 +0.4 +2.0 +1.2 
Newsprint, North American. ..|| short tons 504,452 508,605 477,180 494,829 461,448 0.8 +9.3 42.7 
Paper ee % of capacity | p 97.3 99.1 91.8 96.8 109.3 -1.8 -11.0 -7.0 
PAPETUOSTO.C. 2 Selesss scene es % of capacity 94 96 91 92 99 -2.1 -5.1 -3.6 
Boots and shoes*®.............. thous: of pairs n.a. 39,014 | r 42,081 41,357 46,765 -7.3b -16.6¢ +0.5d 
Cigarettes (small)*............ millions p 29,259 |r 31,079|  29,983| 34,192] 27,044 -5.9 +8.2 443 
Mining (FRB) (S).............-- 1935-39=100 |p 160}r 158 156 159 155 41.3 43.2 44.3 
ituminous coal.............. 000 net tons p 48,485 51,350 51,824 53,108 52,689 -5.6 -8.0 -5.1 
Anthracite. .................. 000 net tons p 4,681 4,961 5,007 5,121 4,629 —5.6 +1.1 +0.5- 
Crude petroleum‘............. 000 barrels n.a. 5,632 5,435 5,577 5,320a +3.6b +5.9¢ 4+8.7d 
Electric power®................... million kwh 5,539 5,510 5,386 5,385 5,076 +0.5 +9.1 +10.1 
Construction®.................+2.- 000 dollars 611,216 778,606 762,192 854,091 715,108 —21.5 -14.5 +22.4 
Heavy engineering—Public’........ 000 dollars 60,668 | 75,210] 72,157| 82,694] 62,493 -19.3 291 445.5 
Heavy engineering—Private’....... 000 dollars 52,110 86,898 60,926 57,379 56,096 —40.0 -7.1 +5.9 
Distribution and Trade 
Carloadings, total®™*............... thousand cars 823.5 915.6 881.5 890.9 874.6 -10.1 -5.8 3.5 
Carloadings, miscellaneous®*........ thousand cars 381.4 420.4 399.0 388.1 401.5 -9.3 -5.0 a1 6 
Retail trade (NICB) (S)........... 1985-39 = 100 n.a. 327.3 }r 328.3 }7r 332.4 302.1a —-).3b +8.3¢ +11.3d 
Department store sales (S)......... 1935-89=100 || p 287 306 312 r 312 302 6.2 -5.0 +6.8 
Variety store sales (S)............. 1935-39 = 100 n.d. 223.6 |r 228.7 223.3 212.14 -2.2b +5.4¢ +8.3d 
Rural retail trade (S).............. 1929-31 =100 n.a. 349.1 379.1 430.7 311.84) -7.9b +12.0c +11.6d 
Grocery chain store sales (S)*...... .|| 1985-89=100 n.d. 865.4 ]7r 359.6 364.5 339.5 +1.65 +7.6¢ +13.7d 
Magazine advertising linage........ thous. of lines 4,145 4,847 4,462 3,968 4,478 -14.5 7.4 -5.8 
Commodity Prices 
All commodities (BLS)®............ 1926 =100 p 1638.9}r 165.2}r 168.7 169.5 159.6 —0.8 +2.7 49.5 
Raw materials.................. 1926=100 p 175.2)r 177.0 |r 181.0 182.0 175.5 —1.0 0.2 +9.2 
Semi-manufactured articles....... 1926 =100 ip 159.4 158.4 158.8 159.6 154.9 +0.6 +2.9 +5.9 
Manufactured producta®..........|| 1926=100 |p 158.7]r 160.2 163.9 164.6 152.4 0.9 +4.1 49.9 
Farm products.................. 1926 =100 p 180.8}r 183.5]7r 189.9 191.0 187.9 -1.5 3.8 +5.4 
BERR: A AAs IMS cerca btsess 1926 =100 p 174.3 ]}r 178.2}7r 186.9 189.5 177.9 —2.2 2.0 +7.3 
Sensitive industrial (NICB)®........ 1929=100 154.8 154.3 156.7 158.6 173.8 0 -11.2 +0.1 
Sensitive farm (NICB)®............ 1929 =100 186.9 198.5 210.7 217.1 221.7 -5.8 15.7 +3.5 
BLELAIDTICCH ON... di oer ote oes wea ae 1985-39 = 100 | n.a. 194.9; r 196.2 196.3 184. 9a 0.75 +5.4¢ +18.4d 
Securities 
Total stock prices (Standard & Poor’s)|| 1985-39 = 100 120.4 127.8 125.7 127.1 123.6 -5.8 2.6 41.5 
Hratuntriaisnse. 200. ee aee see side 1935-89 = 100 126.4 134.3 131.7 133.5 130.3 -5.9 -3.0 +2.5 
UES ES: Pn See eee ee 1935-89=100 108.8 120.9 120.4 119.7 100.1 -10.0 +8.7 +9.6 
(SS HOU CY ae gh sai ar ois apts > 1935-89 = 100 94.2 97.4 97.3 97.3 97.2 3.3 -3.1 -6.9 
Total no. shares traded N.Y.Stock Ex.|| thousands 36,248 |r 26,158 21,736 21,032 22,489 +38.6 +61.2 +18.8 
Corporate bond yields (Moody’s). . .|| per cent 3.12 Srl 3.09) 3.09 3.0 +0.3 +3.3 +8.7 
Financial Indicators 
Bank debits, outside New York City) million dollars 56,815 57,413 | r 55,980 54,118 51,002 -1.0 +11.4 +12.0 
New capital corporate issues........ 000 dollars 442,925 628,859 455,831 258,611 470,278 —29 .6 -5.8 +39.0 
Refunding (eC ere Beste seees 000 dollars 15,600 18,743 25,757 2,090 84,069 -16.8 -81.4 -81.0 
Comm., industrial and agric. loans®**| million dollars 15,5289 15,3889 15,0889 14,7909 14,2229 +0.9 +9.2 +19.1g 
Total personal income (S)**....... billion dollars n.a. 215.6 |r 214.6 214.6 200.0 +0.36 +7.8¢ +9. 0d 
Money in circulation, end of month.!! million dollars 28,329 |r 28,176 28,118 28,055 28,766 +0.5 -1.5 =1.3 


SAdjusted for season variation 1Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawals *Excludes reconstructed government shoes included in 
data prior to 1944 4Average daily 5Average weekly F. W. ge ai! eri A News-Record—average weekly _®Grocery and combination chain store sales *Through 
September, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the August 
1948, indexes for All Commodities and Manufactured Products would have been 166.3 and 159.5; September, 165.5 and 158.7; October, 162.0 and 154.9; November, 160.6 and 153.5 
10140 centers aOctober, 1947 bPercen change, September, 1948, to October, 1948 ePercentage change, October, 1947, to October, 1948 dPercentage change 10 months, 
1947 to 10 months, 1948 eEstimated than .05% gReported gross beginning June 23, 1948 and in comparable 1947 period. Earlier months reported net. See* n.a.Not 
available pPreliminary *Value as traffic indicator subject to variations in length of haul and amount loaded **New series. Commercial, industrial and agricultural loans re- 
ported by member banks in leading cities revised to increase and improve coverage; reported gross starting June 23, 1948, i.¢., before deduction of valuation reserves. Total personal 
income, seasonally adjusted at annual rates, replaces national income payments. Tota’ personal income is current received by persons from all sources, exclusive of transfers. Earlier 
data available on request. Machine tools shipments reported on a revised index base. 
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January, 1949 


What Executives Say: 


Expect Adjustment Now 


PRIMARY PRODUCERS 
Abrasives and Asbestos: Plan To Expand in 1949 


“Over a year ago, we sold $10 million worth of 4% pre- 
ferred stock and issued $10 million worth of ten-year deben- 
tures, part of which is designed for the 1949 plant expendi- 
tures.” 


“We are now expanding plant facilities and will continue 
to do so in 1949 and pay for the expansion out of surplus.” 

“We expect to carry our modernization program to com- 
pletion in 1949. This program was started in 1947. A part 
of the cost came from reserves; a larger segment of the cost 
is covered by a long-term note to an insurance company, 
and the remainder of the money came from short-term notes 
from a banking group.” 


Foundries: Fears Wage Demands in Latter Half 


“We expect there will be very little variation in the price 
of our products unless we receive unexpected increases in 
material costs.” 


“We are not planning any plant facilities expansion in 
1949, but are buying new equipment as we feel it will effect 
cost savings.” 


“It may well be that we will have no demands made on 
us for wage increases but we certainly will have for some- 
thing else like pensions. Our profits figures do not indicate 
that we can absorb additional cost increases although we 
may get over the first six months of 1949 without having 
to meet this issue with labor because of our union contract.” 


“We are just completing expansions that were undertaken 
in 1948 which, considering the size of our business, were 
substantial. Our sales run about $10 million a year and 
our expenditures for plant amounted to about $700,000 in 
1948. We feel that we got little in exchange for our money 
and would not have gone ahead with the program had we 
not felt that we should not wait for that unknown date 
when construction costs would be cheaper, inasmuch as our 
operating costs were vitally affected. The money we spent 
came from our working capital and no special financing was 
necessary.” 


Mining and Quarrying: Will Buy Carefully 

“We are continuing on a major program of plant and 
equipment modernization which will be largely completed 
by the end of 1949. We are financing this on short-term 
bank loans.” 


“There should be an increase in prices as both our profits 
as a percentage of sales and on a per ton basis are lower 
than 1940’s level and considerably below that of 1987. We 
are examining very carefully our buying policies and, if any- 
thing, we will become more conservative. We are planning 
new mining expansion in 1949 which will be financed in 
the main from earnings and depreciation reserves.” 


Nonferrous Metals: Stock Piling Restricts Material 


Supply 

“The government stock-piling program is taking away 
about 14% of the virgin copper for stock-piling purposes. 
How much of this we can offset by increased use of scrap 
we do not know, but we estimate that purely as a result of 
lack of this raw material, our mill business may be off 10%. 
Our manufacturing business will offset part of that—bring- 
ing our total level to about 5% below 1948.” 

“Our buying policy is to endeavor to maintain a sixty- 
day inventory of supplies and materials required im our 
business. We do not anticipate any change in that respect.” 


Petroleum and Products: Inventories Up 


“Except for certain supply contracts, the petroleum in- 
dustry assumes responsibility for anticipating the demand 
of its customers without formal order backlogs to that 
effect. The industry must, accordingly, plan future produc- 
tion and inventory accumulations to meet expected demand. 
For the first six months of 1949, at least, the industry 
anticipates no problems in meeting a demand comparable to 
those experienced during the past several years. Inventories, 
which have been at dangerously low levels, have improved 
and the rate of new oil production or supply is now at a 
pace at least equivalent to the rate of increase in demand. 
Needless to say, any unusual demand arising from a national 
emergency or any curtailment in supply from labor difficul- 
ties would adversely affect the industry’s ability to meet 
demand during 1949.” 

“Some materials which required a much longer than 
normal lead time in ordering during most of 1948 have eased 
and will be more readily available. However, other mate- 
rials vital to our operations, such as steel pipe, plate and 
structural shapes, steel valves, copper and lead, magnesia 
pipe covering, and a few chemicals, will continue in short 
supply because of expected increased requirements of the 
armed services, government stock piling, and government- 
sponsored allocation programs. Any extended labor trouble 
in key industries could easily upset the present balance of 
supply and demand in various commodities. In general, we 
expect slight, gradual decreases in commodity price averages 
during the first half of 1949. We have not made, nor do 
we immediately propose to make, any significant changes 
in our buying policies. We shall continue to treat each com- 
modity classification individually, endeavoring to keep our 
inventories reasonably in line with supply and required 
lead time for replenishment.” 

“Weighing the evidence on supply and demand, the peak 
of general industrial commodity price levels seems to have 
been reached. Their free movement in 1949 should fall 
within a range of 5% below to 5% above the present mar- 
ket. On the other hand, it would not be at all surprising 
if the eighty-first Congress should enact legislation giving 
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TABLE 1: BUSINESS OUTLOOK FOR FIRST HALF OF 1949 AS SEEN BY PRIMARY PRODUCERS 
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the executive branch of the government the standby au- 
thority to control prices of certain critical commodities. 
We believe that a peak in prices of petroleum products has 
been reached and that near-term future changes will tend 
to be in the direction of lower prices to the consumer. To 
provide for the replacement, improvement and expansion of 
plant, our company is planning to continue capital outlays 
in 1949 at about the same level as in 1948. Financing will 
be primarily through the use of retained earnings and depre- 
ciation funds, but supplemented, where necessary, with out- 
side capital.” 

“Expansion of plant facilities in 1949 will be restricted to 
development of new crude oil supplies. We expect to finance 
such expansion out of earnings.” 


Steel: Will Continue To Make Plant Improvements 


“We are still restricting order entry in an attempt to pre- 
vent excessive accumulation of unfilled orders. Backlogs of 


unfilled orders at the present are, to a large extent, a matter 
of control. With the cost trend of industrial products up- 
ward and the climate for another wage demand being de- 
veloped, it appears that the upward trend in production 
costs will continue. We plan no major physical expansion 
of facilities during 1949. Our program will be largely one 
of rehabilitation rather than expansion, with increased ca- 
pacity from improvement or replacement of present facili- 
ties.” 

“We believe that all material shortages, particularly in 
copper, lead, tin and zinc will continue through 1949, and 
as long as the Munitions Board furthers its program. We 
are unable to forecast our receipts of pig iron, for those 
receipts have been and may continue to be based upon the 
whim of our major suppliers. As to labor, we believe that 
strenuous efforts will be exercised by union leaders to 
advance the price of labor in 1949. This will in some degree 
be successful. Whatever value this may reflect in our cost 
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of production, it must be incorporated in an upward price 
revision. We are unable to absorb any practical wage ad- 
justment in our present price structure.” 

“We think the supply of materials will gradually increase 
from its present tight situation and that a measure of this 
tightness is caused by hoarding. If increases materialize in 
labor and freight rates in 1949, we would expect a reflec- 
tion in increased steel prices. Because costs are presently 
so largely frozen, we would expect a drop in demand to 
result in curtailed production rather than in decreased 
prices.” 

“In 1949, we expect to finish a new plant and, as usual, 
to make other plant improvements and additions as well as 
replacements of erection equipment. These purchases will be 
financed from earnings or surplus.” 


“We do expect some expansion of our facilities during 
1949. This will be financed through earnings and borrow- 
ing.” 

“We are making improvements and expansions in situa- 
tions that are urgent or to protect our company position. 
They are being financed by company resources.” 


METAL MANUFACTURES 
Air-conditioning Equipment: Shortages Less Acute 


“Our budgets for 1949 are substantially a duplicate of 
our operations of 1948. In the preparation of these budgets 
we had to be guided more by the acquisition of material than 
by the business on our books and the incoming business. 
Were that not the case, we would have increased our budget 
perhaps 15%.” 

“We are planning a modest expansion in our Canadian 
plant, substantially financed by paying ourselves no divi- 
dends.” 

“The closer one gets to the ultimate consumer the more 
evident is the price resistance which is building up now 
that the pipe lines are full and the most urgent deferred 
demand has been satisfied. In other words, foundries, tool 
shops and rolling mills may still have some chance of get- 
ting higher prices for their materials before the uptrend 
is stopped by further buyer resistance from consumers.” 

“We have been short of labor ever since the war. Our 
shortage is relatively less than it was six months or a year 
ago. Material has never been any great problem with us. 
We rather look for the material situation to be a little 
worse in the spring, in view of the proposed rearmament 
program. We believe that costs will be up on both labor 
and material, owing to the recent election.” 

“Steel is scarce. We are experiencing price increases in a 
number of basic materials. Labor is more plentiful. We 
expect that wages will increase, but we also expect that 
productivity will increase sufficiently to more than offset an 
increase in basic wages. We feel that if there is any change 
in price levels, it will be downward.” 


Auto Equipment: Possible Price Increases 


“Our union contract does not expire until June 30, 1949, 
and consequently, we do not expect any increase in our 
direct labor costs for the first half of the new year. We 
expect that labor in general will make some further demands 
in 1949, depending somewhat on the cost of living index 
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and general business conditions. We also expect that, be- 
cause of such demands, the trend in our material costs may 
be moderately higher. Change in basing point prices will 
also affect our raw material costs. It is not our present 
intention to make any changes in the prices of our product 
for the first half of 1949 unless material costs increase more 
than is expected.” 


Electric Machinery: Trend Upward for New Orders 


“Current trend and outlook for new orders and unfilled 
orders appears to be up because of government defense 
orders.” 

“We expect a slight labor and material cost increase in 
the next six months, although again that depends a lot 
upon Administration policy and whether they strive for 
further inflation.” 


“We expect to make no significant changes in our buying 
policy, except to better control our inventory and to balance 
it with any rate of operation that would be set for the 
latter half of 1949.” 

“Our plant expansion has been studied every year from 
1942 on, and this year we expect to operate on a limited 
budget of new development, but will spend more than our 
depreciation allowance on equipment and improvement.” 


Industrial Machinery—General: More Conservative 
Buying Policy 


“Our buying policy has been to purchase to satisfy an 
anticipated demand. In the past, because of long-term 
deliveries, this required purchasing months in advance of 
actual requirements. This policy is reflected in higher in- 
ventories, particularly of late with new sales on backlog 
dropping off. Our new policy will be to purchase only 
material as required and on a much shorter time basis.” 

“Our company is already committed to a heavy program 
of equipment replacement in 1949. Plant facilities will not 
be expanded. The equipment replacement will be financed 
out of the usual meager allowance for depreciation granted 
by the Federal Government, plus a sum of money twice the 
size of that allowed by the government for depreciation, the 
same to come from the current earnings of the company.” 


Hardware: Prices May Increase 


“At the present time we do not contemplate any change 
in the prices of our products, which have increased only 
25% since 1939, but if our forecast of additional costs for 
material proves true, then we shall be obliged to advance 
prices to cover these additional costs.” 


Industrial Machinery—Special: Not Encouraging New 
Orders 


“We are not encouraging new orders at the present time. 
We still have a lot of orders on our books and we are try- 
ing our best to get these out. Difficulties relative to getting 
steel and other materials would prevent our making a tre- 
mendous increase in output over what we have been doing.” 


Machine Tools: Deliveries Improving, Backlogs De- 
creasing 


“A substantial upward change could result from increased 
spending for defense or under ECA programs but to date 
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TABLE 2: SUMMARY OF METAL MANUFACTURER’S VIEWS ON BUSINESS OUTLOOK FOR FIRST HALF OF 1949 
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there is little to indicate that the first six months of 1949 ment rather than for expansion, and we shall finance them 
will witness such changes.” from depreciation charges and from surplus, if necessary.” 
“Our backlog is approximately 50% of what it was six Office Equipment: No Change Expected in Costs 
months and a year ago. This, however, is accounted for “We do not anticipate any marked changes in the cost of 
by improvement in deliveries which means, of course, that material and labor during the next six months. It is 
orders are taken and shipments completed in less time, which our belief that only through economy and efficiency of 
has a direct bearing on the backlog.” operation can our costs be substantially reduced. While 


the possibility of a fourth round of wage increases is strong, 
we do not feel that it will be as substantial or as widespread 
as the preceding rounds.” 


“We plan to pursue our plant modernization program 
vigorously this coming year in an effort to continue im- 
proving our efficiency. However, this will only concern 
machinery. We do not plan any building program, for we Railroad Equipment: Wage-Price Spiral Diminishing 
consider building costs too high. We shall defer any build- “We expect materials to go up in price and we expect 
ing we have in mind for a later period. Such facilities as labor rates to go up. We naturally expect the price of our 
we expect to purchase or manufacture will be for replace- products to go up correspondingly.” 
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“In the manufacturing business, we expect a fourth round 
but do not look for any special difficulties in handling that 
situation. The fourth round will, of course, bring about in 
due course the resultant rise in prices which may bring 
sales resistance. This sales resistance, however, persists only 
in lines that are vulnerable but in the main the wage-price 
spiral will continue. Each circle of the wage-price spiral 
seems to be somewhat less than the previous ones.” 


Miscellaneous: Backlogs Lower 


“Our backlog of unfilled orders is approximately 20% 
less than it was six months ago and about the same percent- 
age less than a year ago. This is due to two factors. The 
principal reason is we are unable to secure a sufficient 
amount of raw material to make required delivery sched- 
ules. The second reason is that we are not attempting to 
book business further ahead than six months.” 


“The price of our product will advance or decline with 
the change in material and labor.” 


“New orders have fallen off and cancellations have in- 
creased sharply. We believe this is due to tighter inventory 
control by customers and to nervousness about extensive 
future commitments.” 


“At the present time there seems to be a tremendous 
amount of work available along the lines of sheet metal 
fabrication. However, the cost of this work is rising rapidly 
due to increases in cost of material and the fact that wages 
keep going steadily up which may in time curtail the 
extent of the business to be had. As indicated before, we 
seem to be doing a greater volume of dollar business but at 
a declining net profit. We expect our prices to rise with 
increases of wages and material.” 


“We have made no price increases of any significance 
since 1944 and we are not contemplating any changes dur- 
ing the next six months. All of our nationally advertised 
lines which constitute the bulk of our production are sell- 
ing exactly at 1944 levels.” 


“We hope and believe that we can maintain our present 
price level and expect to absorb any slight increases in costs 
of labor and materials.” 


“We believe certain critical materials will continue to be 
difficult to obtain and may become subject to allocations 
and priorities. We look forward to a very tight labor market 
during the next six months. The costs of both materials 
and labor will probably continue to increase with another 
round of wage increases expected in the coming spring. 
For this reason, we believe it may be necessary to increase 
the prices of our products during the coming six-month 
period.” 

“The supply of material will depend upon voluntary allo- 
cation and stock piling by the government. I do not think 
that these policies will be pressed to the point that will 
unduly interfere with employment, but I do think that the 
labor supply will ease by mid-year. If additional taxes are 
placed upon business, as seems probable, and if cost of 
living, mainly in foods, continues downward, which is 
likely, it would not surprise us to see the fourth round 
wage increase flatten out. We do not expect to be forced 
to increase the price of our products for the next six 
months.” 


January, 1949 


“We have complete plans all drawn for plant expansion. 
Whether or not we will go ahead with this plant expansion 
will depend to a great extent on the cost of such a project 
under present-day conditions, and also the availability of 
materials. In view of our cash position, we could possibly 
make such expansion without borrowing from any other 
source.” 

“We look for improved labor conditions during the com- 
ing year. We have improved our manufacturing facilities 
and are continuing to do so, with the hope of reducing 
costs. We cannot hope for lower costs of raw materials, 
which, in our business, involve a tremendous freight bur- 
den; nor do we look for lower labor costs, as far as hourly 
wages are concerned. We do not now see any downward 
trend in the prices of our finished products, and the ten- 
dency toward higher prices will depend entirely upon the 
prices we must pay for raw materials.” 


OTHER MANUFACTURES 
Chemicals: Good Business Expected 


“New orders for our products have been holding up satis- 
factorily and are expected to increase somewhat during the 
first half of 1949. Company inventories have been built up 
in view of increasingly competitive conditions, which re- 
quire a more comprehensive line of products and prompter 
delivery than heretofore.” 


“Because we are engaged in a mining industry, we do not 
have material costs in the usual sense of the word. However, 
we use considerable quantities of steel pipe in the extraction 
process. Some increase in the cost of this pipe will probably 
be caused by increased transportation charges. We do not 
expect any significant change in the price of our product 
during the next six months.” 


“I feel convinced that labor costs are going up. This 
means a direct increase in the cost of our business opera- 
tions, and it also means an increase in the cost of our raw 
materials because of the increased labor costs of our sup- 
pliers.” 


“We are planning to expand plant facilities in 1949 al- 
though to a lesser extent than during the preceding three 
years. This expansion will be financed in part from current 
earnings and depreciation reserve and in part from some 
funds recently procured by the sale of convertible preferred 
stock.” 


“We intend to add to our pilot plant facilities and to 
operate on a pilot plant basis on several new products 
throughout the year. The outlook does not justify con- 
struction of full-scale plants in 1949, but we can learn a 
good deal about markets through the supply of material 
made in pilot-plant lots.” 


Floor Coverings: May Have To Raise Prices 


“The outlook for securing raw materials is favorable 
except that the prices of carpet wools have skyrocketed. 
This constitutes a very serious problem for us. Our labor 
relations are good, but we shall no doubt have to pay an 
increase of anywhere from 8 to 10 cents an hour. Because of 
higher labor costs and wool price increases which even now 
represent approximately a 25% jump from last July, there 
could well result an increase in the prices of our products. 
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However, we are reluctant to make any increases, and there 
is, of course, a fair question as to whether the market would 
absorb these.” 


Food Products: 


“In our business the material is raw milk. It looks like 
prices will be lower than they were in the corresponding 
season a year ago. We anticipate that there will be some 
further increases in the costs of labor. As to prices of prod- 
ucts, they will, of course, reflect the farm price of milk and 
we would expect them to be considerably lower during the 
early part of 1949 than they were in the early part of 1948.” 

“We are big users of agricultural commodities which are 
protected by government floors on prices. We look for de- 
creases in the prices of some commodities, but no material 


Foresees Lower Prices 


change in the over-all picture. While commodities may 
show some slight decreases, we do not look for any material 
changes in costs of production. There will probably be 
some further increase in labor rates, although we think 
the amount of increase will be smaller than heretofore 
given.” 

“Our policy on the buying end will continue to be from 
hand to mouth with no forward commitments.” 


Leather and Products: No Decline in Opening Months 


“The level of operation should hold about even for our 
spring season, which ends April 30. We do not expect any 
particular decline during the ensuing few months until we 
reach the latter part of 1949. Our production budgets have 
been set at approximately the same production level as 
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prevailed for the six months ended October 81, or the first 
half of our fiscal year. The inflow of orders indicate that 
this point is reachable, but to do it we must pull out of the 
bag of selling tricks everything conducive to obtaining busi- 
ness. At this time with five or six weeks of our selling 
season past, it looks as though it is entirely possible to 
attain our production goal within 5% in either direction.” 


“Tt is difficult to express any opinion of what will happen 
to labor. The recent trend toward a decrease in the cost 
of living should hold labor increases to a minimum. But the 
general labor program of obtaining increases has been re- 
ceiving considerable publicity, and we believe that bar- 
gaining will become much more difficult as contracts expire 
in 1949. Industry in highly competitive markets, and more 
particularly in the shoe industry, is showing greatly de- 
creased profits over a year ago. We do not believe that 
industry will willingly go along with the idea of paying 
additional wages if it causes a complete lack of profit, nor 
that highly competitive industries can afford to increase the 
prices of their products. Our last wage increase was accom- 
panied by a strenuous campaign to reduce costs in order to 
hold selling prices.” 

“We plan no over-all expansion of plant facilities. We 
shall move from certain properties to other rental proper- 
ties in which we have unused space and shall increase our 
production facilities on certain lines which are in heavy 
demand currently. This will not involve any considerable 
financial outlay other than the bare cost of moving and 
some small amount of new equipment. These expenditures 
will be below $50,000 and will be financed out of normal 
working capital.” 


Lumber and Products: Cautious Buying Policy 


“We are following a policy of cautious buying of all raw 
materials and supplies. Prompt deliveries being made be- 
tween suppliers of material permit us to schedule our pur- 
chases for a much shorter period of time than formerly, 
and we expect that we will be able to operate with a smaller 
inventory of materials and goods needed for the manufacture 
of our commodities.” 


Paper and Products: See Relatively Stable Pulp Prices 


“We believe that prices of domestic and Canadian pulps 
of fair qualities will be unchanged, with a possibility of a 


slight softening in the second quarter for unbleached kraft 
pulp. Scandinavian pulp prices, we believe, will be affected 
on account of competitive domestic prices by June 30, 1949. 
During December we have had a few price increases on 
general raw materials. If a fourth round of wage increases 
comes, some materials will be advanced accordingly.” 


Textiles: Will Hold Prices Down Through Improved 
Processes 


“We plan no major plant expansion in 1949. We do, 
however, expect to spend about three times the amount of 
our depreciation reserves. We retain earnings sufficient to 
finance our plant additions out of current assets.” 


“Price changes in our products, despite increased cost of 
raw materials and wages, are being held to moderate 
amounts because of the high volume of operations which 
we are realizing and our belief that new machinery, as it 
becomes fully effective in production, will substantially 
offset these increases.” 


“We are expanding plant facilities in 1949. These projects, 
however, represent the completion of our postwar program 
and do not include any new major undertakings. They are 
being financed out of money previously raised through sale 
of bonds and stock, in addition to the normal sources of 
banking, depreciation and profits.” 


“The apparent trend of the cost of raw materials and 
labor seems to be up in spite of the reduced demand for 
merchandise.” , 


“As almost all our raw material is imported, the outlook 
for the prices of these fibers involves several factors. There 
appears to be a determination in the jute-growing areas of 
the world to hold prices at a level that can only be de- 
scribed as artificially high, when comparison is made with 
periods prior to the war. As this fiber is produced from 
an annual crop, no alleviation can be expected for several 
months.” 

“Tnasmuch as all our goods are individually designed and 
custom made for the user after the order is received, we have 
no backlog of unfilled orders. We have been building up 
more than a normal inventory against the possibility of 
war.” 

“Inasmuch as we have built up more than a normal inven- 


tory, our buying will probably taper off during the months 
immediately ahead.” 


